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61 
A Banker’s Diary 


THE draining away of Britain’s dollar reserves goes on, but a modest slackening 
has occurred recently. The new Economic Secretary to the Treasury has reveal- 
ed that the net loss during December averaged $40 millions per 
The week. This compared with weekly rates of $55 millions in the 
Dwindling seven or eight weeks from mid-October and $65 millions in the 
Dollars = four weeks before that. The Treasury’s monthly statement 
showed the gross sales of gold during December totalled {25 
millions compared with nearly £48 millions in November, but whereas in that 
month {15 millions of dollars had been bought from the International Monetary 
Fund, in December a rather larger sum—{25 millions—was provided by the 
first draft on the released portion of the U.S. credit. In each of these months, 
roughly {10 millions was drawn on the Canadian credit. Altogether, therefore, 
December’s demands upon reserves totalled £60 millions, but this figure was 
probably reduced to about £ £50 millions (or £12 millions less than the comparable 
figure for November) by purchases of gol 1 from South Africa under the agree- 
ment which expired at tie year-end. The official estimate that the total gold 
and dollar reserve would stand at £500 millions at end-December last is now 
stated to have been “ very accurate’. This figure excluded the £75 millions 
then undrawn from the U.S. credit (a residue reduced to £50 millions by a 
further draft early last month) and also the unspent portion of the Canadian 
credit. 

Meanwhile, the Chancellor estimates that Britain’s earnings from exports 
to the Western Hemisphere totalled about {190 millions in 1947 and wiil need 
to rise to at least £285 millions in the current year if the U.K. hard currency 
deficit for 1948 is to be reduced to the £300 millions which is assumed in the 
latest version of the balance of payments programme. The prospects of 
achieving this figure are not bright, for competition in export markets is 
steadily increasing and, as the Chancellor himsclf has emphasized, the terms 


of trade are still worsening. It is hardly surprising that the authorities are 
now emphasizing the paramount importance oi Marsha ill aid. Without such 
aid, Sir Stafford recently declared, ‘‘ we should enter upon a declining spiral 
of fewer imported materials, leading to lower production and smaller exports, 
these in turn leading to still lower imports, and so on”’ 





THE cheap money farce in which Mr. Dalton performed so arduously (or should 
we say tragically ?) has ended—officially. Sir Stafford Cripps wrote the 
epilogue at the turn of the year when he decided to issue the 


End of new Transport Stock on a 3 per cent. basis—in the form of a 
Cheaper 3 per cent. Stock, 1978-88, offered at par—and thus gave 
Money official sanction to the new look in the gilt-edged market. 


And, as if to dispel any last lingering doubts about the per- 
manence of the change which has occurred, the rates charged by the Govern- 
ment for loans to local authorities through the Public Works Loans Board 
were promptly revised, 3 per cent. now being char} ged for loans for fifteen 
years or longer. The new situation in the market is indeed a far cry from 
the 2} per cent. basis for irredeemable stocks which Mr. Dalton had proclaimed 
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so optimistically as his objective twelve months before. It is questionable 
whether the ultimate result would have been very different even had Mr. 
Dalton remained in the saddle. But it may be surmised that he would hardly 
have resisted the temptation to try—by a few final and despairing cracks of 
the whip—to make the failure of his programme less apparent. Sir Stafford, 
in his first speech as Chancellor, had indeed sought new arguments to justify 
the Daltonian policy. For all that—and it is to his credit that it was so—none 
of the familiar tricks was played upon the market in the period before the 
momentous issue was launched. 

Beyond a little discreet intervention designed to steady the movement of 
the two stocks (Savings Threes, 1965-75 and. Redemption Threes, 1986-96) to 
which the new stock proved to be most closely related, no official operations 
were traceable. The only reflection of earlier attempts to force the pace in 
the market— -and, relatively speaking, it was a very pale reflection indeed— 
was in the “life ’’ selected for the new loan. By comparison with existing 
yields, this was generally regarded as up to ten years too long. But investors 
generally, having feared for so long that they might be dragooned into accepting 

a stock carrying appreciably less than 3 per cent., have, on the whole, been well 
content, and in the first fortnight the amount of selling was much less than 
had generally been expected. ‘After dropping to 3} discount at the opening, 
the new stock steadily improved—although it made other stocks, especially 
the irredeemables, look more than fully valued. Obv iously, the market was 
in no condition to withstand the shocks of Mr. Bevin’s speech and the devalua- 
tion rumours, and has since reacted sharply. But the fall was touched off by 
relatively minor factors, such as the terms of the new Australian conversion, 
and has been quite undiscriminating. Within the structure, therefore, wide 
anomalies still remain. 


CONSIDERATION of the Marshall aid programme by the U.S. Congress has made 
a fairly promising start, and is now well under way. The testimony given by 
the U.S. Administration has included voluminous statistical 

European material, including the detailed breakdown of the proposed 
Recovery aid, most of which is based on the figures collected during the 
Programme Paris me eting of the sixteen European ‘ ‘Marshall ’’ nations. 
For obvious tactical purposes the plan has been put before 

Congress without specifying more than the appropriations needed for the first 
fifteen months—from April 1, 1948, to June 30, 1949—of the full period of 
the programme. The global figure of $17,000 “millions for the four-year plan 
was omitted by Pre side nt Truman from his message to Congress in order to 
allay the fears which such a large sum might evoke. The main doubt which is 
still left unre solved by the proceedings before the Senate and House of Repre- 
sentatives’ Committees concerns the extent of “‘ free dollar’ aid available to 
finance purchases in other countries than the United States. The only 
administration spokesman who has touched on this point is Mr. Snyder, the 
Secretary to the U.S. Treasury. He referred in somewhat general terms to 
the desirability of making dollars available for such “ off shore ” purchases. 
Later, he also made a plea for including stabilization loans as part of the 
Marshall aid programme. In this part of his evidence, when discussing the 
need for financial self-help and budgetary rehabilitation in Europe before 
stabilization loans could be expected to play a useful part, Mr. Snyder empha- 
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‘ 


sized the desirability of European currency devaluations “‘ at the appropriate 
time ’’’. This remark, followed quickly by news of the franc discussions, was 
primarily responsible for the sudden spate of rumours of an imminent devalua- 
tion of sterling—rumours which were wholly without substance. The time for 
sterling devaluation, if it comes, is not yet.* 

Meanwhile, the European nations are continuing their rather limited 
efforts at economic integration. The Customs Union study group is making 
good progress, though still on technical matters, _ — first European 

ry compensation has taken place at the offices o : Bank for Inter- 
national Settlements in Basle. There has been a sees ria of opinion on 

t and particularly in France, which has pressed for more vigorous 
the work for economic co-ordination set in motion in Paris. Indeed, 
1ad been made last month for re-convening the full Committee of 
European Economic Co-operation. This suggestion, however, proved unpala- 
table to the State Department in Washington, whic h thought that it might 
be construed by American public sible as a mecting to discuss and apportion 
id which had not yet been granted by Congress. The project was therefore 
abandoned, but an Anglo-French team of experts is visiting the various 
capitals of the Marshall countries in order to prepare a progress report of what 
Europe has accomplished since the Paris meeting ended last September. 








THE release of notes from private hoards, and by the black marketeers and 
tax evaders who have been using currency as a means of concealing their 
operations, continues apace. In consequence, just as the net 

Fiduciary efflux of currency for the Christmas season was the lowest for 
Issue many years, so, in the period since the holiday, the inflow of 
Reduced = notes to the banks has been abnormally large. In the four 


weeks to January 21 it amounted to £83 millions, compared 
57 millions in tl ¢ period of 1947 and £45 millions in 1946. 
‘the first week in January, therefore, the authorities were able to make the 
xpected reduction in the fiduciary issue from £1,450 millions to £1,400 millions, 
1 change which was disclosed in the Bank return dated January 7. But for 
this reduction, the reserve of unused notes in the banking departm nt would 
have then stood at almost £120 millions, or some £70 millions more than at 
the comparable date in 1947. A fortnight later, th inks to the he ‘avy currency 
reflux, the reserve had been built up again to £115 millions, pot See with 
{79 millions twelve months earlier. 

This reduction in the fiduciary issue is the first since the long succession of 
increases began at the outbreak of war. The increase made then, from £300 
millions to £580 millions, was simply the counterpart of the transfer of virtually 
the whole of the Bank’s gold holding to the Exchange Account; but the 
seventeen increases in the period 1940-46 were purely for the purpose of pro- 
viding additional currency for active use. This year’s reduction, although 
attributable to the abnormal influences which have arisen from the fear of an 
impending replacement of the existing series of notes (a subject discussed in a 
contributed article on page 103) may well mark the end of the war-time phase 
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* Immediately after the devaluation of the franc, announced just as this issue of THE BANKER 
was going to Press, Sir Stafford Cripps categorically denied that there was any intention to 
devalue sterling. The French decision is reported on page 111, and a special article on the French 
economic problem appears on page 67 
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of expansion. A reduction in the fiduciary limit was canvassed at this time 
last year, but the authorities wisely held their hands because it was then 
doubtful whether a lower limit would have sufficed to provide for the summer’s 
holiday needs. But this year, unless the inflationary pressures become much 
more active and aggressive than any we have witnessed so far, the new limit 
should leave an ample margin for manceuvre—indeed, even a further reduction 
is not out of the question. 


THE negotiations between representatives of the British and Portuguese 
governments which took place in Lisbon recently have led to commercial and 
financial arrangements which must be deemed highly satis- 

Anglo- factory to both sides. In view of the suspension of the free 

Portuguese convertibility of sterling, the monetary arrangements with 
Payments Portugal had to be re-negotiated. The fundamental agreement 
was that of April, 1946, under which both countries agreed 
mutually to hold one another’s currency up to a limit of £5 millions or its 
equivalent, any excess over this being convertible into gold. By that earlier 
agreement Portugal's accumulated sterling balances, catimanted at about £80 
millions (and until then covered by a gold guarantee), had been funded on 
terms which, although not published, are known to have been extremely 
generous to Britain. It was arranged that the repayment of that funded 
debt could be accelerated by certain exports of capital goods. 

This agreement was supplemented in February, 1947, by the new arrange- 
ments under which Portugal became a member of the transferable account 
system. As a member of that system, Portugal used sterling extensively in 
financing its trade with other me mber countries, but, of course, the clause in 
the agreement whereby sterling in Portuguese transferable accounts could 
be transferred to American accounts was abrogated as from August 20, 
1947, when sterling ceased to be convertible. Since then Portugal has, in 
fact, been accumulating current sterling well beyond the £5 millions ceiling 
fixed in the original agreement, and Britain has reason to be grateful t to her 
for not insisting upon her right to require conversion of the excess into gold. 
The new agreement, however, had to provide for the new facts in the seat, 
It did so not by raisin 1g the “ gold point ’”’, but by prov iding for the diversion 
to current payments of the proceeds of those categories of U.K. exports which 
had prev ious sly been specifically earmarked to accelerate the re payment of the 
Portuguese sterling balances accumulated before April, 1946. By this device, 
it is expected to bring down the Portuguese sterling balances to a figure below 
the £5 millions ceiling. . 

THE full details of the trade and payments agreements between the British 
and Soviet governments show that the substantial programme of mutual 
trade paren between the two countries is to be accounted 

Russia for and transacted in sterling. The payments are to be canalized 

and through two accounts of the State Bank of the U.S.S.R. These 

Sterling will be designated Number 1 accounts and one of them will be 

in the books of the Bank of England, the other in those of 
the Moscow Narodny Bank in London. In addition, there will be a Number 2 
account of the State Bank of the U.S.S.R., which will be held by the Bank of 
England, and will represent sterling not available for current transactions 
under the agreement. [t is interesting to note that the financial arrangements 
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with Soviet Russia provide for an extensive transferability—needless to say, 
the variety known as “ administrative ”’ transferability —of sterling balances 
in these Number 1 accounts. The accounts in question are, in fact, referred 
to as “‘ the transferable accounts ”’ and the British Government has undertaken 
not to restrict the availability of funds standing in these accounts when making 
2 Eon for current transactions to residents of countries outside the U.S.S.R. 
and the sterling area, as may be agreed between the two central banks. The 
Government of the U.S.S.R. for its part undertakes not to restrict the accep- 
tance by residents in its own territory of sterling at the disposal of residents 
in countries outside the sterling area, provided again that transfers of this 
kind are approved by the two banks. 

The actual financial agreement follows the broad outlines indicated in the 
last issue of THE BANKER. As from May 1, 1947, the interest payable on the 
advances outstanding under the Civilian Supplies agreement of August, 1941, 
is reduced from 2 per cent. tod percent. T he period over which these advances 
are to be repaid is, moreover, extended to twelve years and repayments will 
not begin until 1951. The commercial agreement provides separately for 
short-term and long-term arrangements. Under the former, Russia undertakes 
to make available 750,000 tons of coarse grains out of the 1947 harvest, for 
delivery during the ‘cae months to September 30, 1948. The British Govern- 
ment undertakes to ensure the supply from the United Kingdom of a list of 
articles, including light rails and mechanical equipment, intended mainly to 
accelerate production in the Russian timber industry. The longer-term arrange- 
ments are based on the aim of the two governments to secure, as soon as 
possible, a balanced trade on an expanding basis between the two countries. 
These longer-term arrangements specify the following exports from the 
U.S.S.R.: wheat, pulses, pit-props, cellulose, canned goods. In the other 
direction, the items specified include oil-well tubes and tinplate. 


THE new financial agreement with Egypt is of special significance in view of 
the relative importance of Egypt’s accumulated sterling balances and of the 
fact that the previous agreement had ev idently been negotiated 

Agreement in circumstances of rather less than the customary amity and 


with co-operation. On that occasion Egypt swept out of the sterling 
Egypt area. Thereafter, a good deal of evidence accumulated to 


suggest that she had cause to regret the decision and would 
like to return to the sterling club. The new agreement, however, makes no 
change in this important respect. It merely extends in somewhat amended 
form the earlier agreement entered into in July, 1947. 

That the latest negotiations were far from smooth may be deduced from 
the terms of the correspondence exchanged between the leaders of the two 
delegations at the time of signature of the agreement. These letters revealed 
some of the points raised but left in abeyance during the discussions. They 
show, for example, that Egypt asked for an allocation of a part of the U.K. 
gold reserves, on the argument that these reserves had been accumulated on 
behalf of the whole sterling area, of which Egypt had been a member up to 
July, 1947. Needless to say, no satisfaction was given to this request. Another 
demand which was left unsatisfied was that the whole of Egypt’s sterling 
balances should have the benefit of a gold guarantee. 

The actual agreement can, however, be regarded as extremely generous on 
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Britain’s part. Egypt has been granted a release of £21 millions from blocked 
sterling balances for the current year. The United Kingdom has also under- 
taken to sell to Egypt against sterling this year a sum of £6} millions in U.S. 
dollars, and a further £1 million in gold to enable Egypt to pay her increased 
quota in the International Monetary Fund. There are further provisions in 
the agreement allowing Egypt to pay sterling for essential imports of fertilizers 
from Chile, and of oil from subsidiaries of American companies. The amounts 
involved are not specified in the agreement, but they are known to be substan- 
tial and are tantamount to an increased hard currency allocation. These 
sales of dollars and gold are, of course, covered by the overall release of £21 
millions from blocked balances and to the extent that this release is used in 
order to finance the hard currency purchases, the amount available for financing 
imports from the sterling area will be proportionately reduced. Egypt is also 
being granted an increase of £11 millions in working balances, this amount 


o o 
also being released from blocked st« - x assets. Together with the amount 
made available for working balances in July, this brings the total working 


balances to £23 millions, a figure peri represents about one-third of the total 
foreign exchange turnover in Egypt in a year. The figure is not excessive 
when viewed in that context, but it cannot be denied that it increases the 
potential strain to which sterling reserves are open. 


THE arrangements for providing st!ver for essential users in Britain have 
recently undergone an important alteration. It will be recalled that, early in 
1947, the Bank of FE: xland withdrew from the silver market 

Changes in which throughout the war it had been the sole supplier of 

in Silver “‘ official silver’’, i.e. metal made available at official prices 
Marketing for authorized industrial users. After this withdrawal, silver 
for such purposes could | be sie in the cheapest available 


Br 


market and, in fact, the bulk of the silver imported into this country and sold 
to essential users by bullion market firms was tained in dollar countries. 
The necessary exchange was readily provided by the Bank of England. With 
increasing scarcity 3 cans, these arrangements have had to be amended, 
though it is notable that the change did not come into effect until December 
last, nearly four thee after the suspension of convertibility of sterling. 
Then the market was informed that dollar exchange could no longer be granted 
for silver imports. This meant that the Bank of England had once again to 
enter the market as supplier of silver for essential industrial users. 

This the Bank of England could the more readily do as the authorities are 
now beginning to benefit by the re-coinage operation which involved the 
gradual withdrawal of silver coins and their replacement by cupro-nickel. 
Only a small proportion of the coinage has so far been converted in this way, 
the rate of conversion being, of course, limited by the capacity of the Mint. 
Unfortunately, the conversion process has been somewhat handicapped in 
recent weeks by the tendency of the public to hoard silver coins. Even so, 
more than adequate supplies of silver have already been accumulated, as a 
result of the re-coinage operation, to enable the authorities without difficulty 
to satisfy industrial demands for the metal without having to spend dollars in 
the process. 
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Franc Devaluation : The Economic 
Background 
By P. Uri 





Thi tthoritalive survey of the economiic prospect in France in 1948 was specially 
prepared for THE BANKER, on the very eve of the devaiuation of the franc, by the well-informed 
French economist, Monsieuy P. Uri. His account covers each aspect of the French economy 
in turn, giving authoritative estimates dvawn from the ‘‘ National Balance-Sheet”’ of last 
November and indicating how these have been modified by subsequent events. He thus sets 
the background for the devaluation and shows the problems with which that measure is 
intended to deal. 

The devaluation itself was announced as this issue of THE BANKER was going to Press, 
and is reported on page 111. Despite the disapproval of the International Monetary Fund 
and stvong opposition from the British Government, France has carried through her project 
fora double franc, instituting a free market in certain hard currencies (but not in sterling) 
and in gold simultaneously with a drastic revision of the official rates.—Ep. 


Paris, January 19 
NY appraisal of the French economic and financial prospect in the 
A coming months must draw upon the very extensive work achieved by 
the Commission of the National Balance-Sheet, but at the same time 
must take into account the developments that have occurred and the decisions 
that have been reached since it was completed at the end of November last. 
Some knowledge of the objects of the Commission and of the bases of its 
findings is therefore a necessary starting-point for any assessment of the 
magnitude of the economic problem which confronts France in 1948, or of 
the devaluation measures which are imminent at the moment of writing. 
The setting up of the Commission under the chairmanship of M. Jean 
Monnet, Commissioner General of the Plan, was considered a major step 
in the fight against inflation. Its task was to present a general picture of the 
resources available and the competing demands upon them in the French 
economy during 1948. Its work was intended to form the basis of a compre- 
hensive and consistent anti-infiationary policy by making clear to the several 
Ministries concerned with economic affairs the inter-relations between their 
particular responsibilities, and to the general public the forces at work in the 
inflationary process. This explains why the Commission and its sub-committees 
comprised both civil servants and representatives of the associations of workers, 
employers and farmers on the same pattern as that employed in the drafting 
of the Plan of Modernization and Equipment (the ‘‘ Monnet Plan ”’) in 1946. 
Bearing this in mind, the title of the Commission might be deemed doubly 
irrelevant, since a balance-sheet portrays a situation as it exists at a definite 
date in the past, whereas the Commission’s task is to look forward and is 
concerned with developments over a period of time. 


MEASURING THE INFLATIONARY GAP 
The report which set forth its findings consists of three parts: a general 
report setting the problem of inflation and analysing the main facts and 
figures ; statistical tables ; and a collection of the reports worked out by the 
different sub-committees in charge of the investigation of national resources, 
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foreign economic relations, public finance, investment, and consumers’ income. 

Three different approaches might have been followed: an attempt to 
forecast the future level of wages and prices, allowing for the cumulative 
effects arising from their interaction; a formulation of a national budget 
proper, showing a balanced allocation of available resources between alter- 
native uses ; or, finally, an estimation of the discrepancy between monetary 
demand and available resources valued at constant prices. This last course 
was the one adopted ; it amounts to an estimate of the inflationary gap, three 
alternative formulations of which can be given : an excess of aggregate demands 
over total resources ; an excess of spendable income over consumer’s goods ; 
an excess of investment (i.e. capital outlay) plus budget deficit over ‘internal 
savings plus import surplus. The ‘ ‘ balance-sheet ’’ also provides a definite 
basis from which the overall repercussions of changes in circumstances or 
policies can be effectively measured. Economic inter-relations are shown 
within the framework of a system of national book-keeping in which five 
double-entry accounts (personal sector, productive sector, public sector, 
foreign relations, capital account) are introduced by an analysis of production. 
The whole analysis is summarized in a set of general accounts giving a clear 
comparison between available means and requirements from the point of 
view of financial equilibrium, between real resources and monetary demands, 
between commodity and money flows for consumption. 

The inflationary gap thus revealed is very large. Each of these com- 
parisons points to the conclusion that unless additional private savings, extra 
taxes or drastic cuts in public and business expenditure reduce aggregate 
demand by 365 milliards over the year, plus such part of the prospective 
external deficit as cannot be financed out of international credits or the liqui- 
dation of foreign assets, the inflationary spiral is bound to wind up further 
and will be accelerated by further wage increases, monetary dissaving, specu- 
lative piling up of inventories and capital evasion. The official computation 
of this inflationary gap is set out in full in the accompanying table. 

It is desirable, briefly, to survey each in turn of the principal elements of 
the economic situation which were taken into account in these calculations, 
and to show howfar they have been modified by subsequent changes, that is, 
by the effects of widespread strikes, wage and price advances, prospective 
foreign exchange reforms, and finally budget and tax adjustments. 


PRODUCTION IN 1948 

National resources are not yet expected to reach quite their 1938 level, 
low as this was. The shortfall is mainly due to the deficiency of 1947 crops, 
resulting from the exceptional frost followed by an exceptional drought ; 
the wheat harvest has been half normal, and supplies of dairy products and 
meat have declined further in consequence of the shortage of hay. Further- 
more, commercial activities, despite an unjustified increase in the number of 
shops, are somewhat reduced in volume ; this is the result, not only of the 
overall reduction of supplies, but also of the development of farmers’ direct 
consumption and of the relative increase of production for investment, which 
to some extent short-circuits the distributive trades. 

It is expected that home-produced goods and services available for con- 
sumption will be only 87 per cent. of 1938, with food a bare 80 per cent. and 
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other goods and services around 95 per cent.; whereas building and civil 
engineering will reach 140 per cent. of its pre-war level, industrial equipment 
120 per cent., transport equipment 154 per cent. ; investment goods industries 
as a whole averaging 135 per cent. of 1938 and claiming 23 per cent. of the 
total output exclusive of government services. This is the pattern of production 
to which the industrial structure and employment are now geared, but such 
distortions between industrial activity and agricultural resources, between 
production for consumption and production for investment are bound to 
mean financial difficulties ; all the more so since rationing is practically dis- 
banded, while the tax system does not prove effective enough and a proper 
machinery for the orderly financing of priority investments remains to be 
set up. 

The increase in mining and coal imports, the rise of the Ruhr and Saar 
production, and economies due to the use of hydro-electric power or fuel oi 
should finally eliminate the coal shortage which has so far been the main 
bottleneck in industry. The overall supply of 72 million metric tons which 
was assumed in the National Balance-Sheet might be raised, according to 
experts, to 75 million tons. On the other hand, steel resources might be 
somewhat shorter than was originally foreseen, so that reconstruction im par- 
ticular would be retarded and some risks of sectional unemployment in the 
building trades would appear ; later on, however, manpower will be the main 
bottleneck there. The losses due to the very widespread strikes and their 
eftect on activitv and resources in the first quarter of 1948 are hard to estimate 
with precision. In industry, less disruption of supplies was experienced 
than had been feared, as coal and other inventories could be drawn upon for 
some time. 

In agriculture the wheat acreage will be much larger than last year, and 
there is a fair hope that there will be no recurrence of last winter’s freeze-up. 
All in all, the prospective figures of physical output do not look very different 
now from those envisaged in the Balance-Sheet—provided raw material 
imports do not have to be restricted. 


PRICES AND INCOMES 

Prices and wages, however, now differ widely from the level and pattern 
which were recorded in the Balance-Sheet. The extent to which these changes 
—involving an increased pressure of purchasing power—will react on the 
structure of production will be restricted by the fact that coal, steel and some 
other raw materials remain subject to physical allocation, but there is no 
doubt that the freeing of most prices may tend to frustrate the purposes of 
the allocation system. 

The increase in wages that was conceded after the strikes was, even as a 
percentage, the largest rise yet granted and, a fortiori, the largest in absolute 
amount. The overall increase falls into two parts. The basic wage has been 
raised from 8,200 to 10,500 francs a month, while there was also a slightly 
less than proportional increase in tax allowances on wages and salaries ; 
at the same time, wages beyond the basic level which had either remained 
unchanged when basic rates were raised previously or else had received the 
same absolute advance as the basic wage, will again be determined by a 
coefficient applied to a nominal basic wage, while both this basic wage and the 
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higher wages will be supplemented by a uniform hourly bonus. This com- 
plicated system is intended to re-establish the so-called ** hierarchy ”’ provided 
for in 1945, but has not been pushed to its extreme limits. There is no doubt, 
however, that the average rise will be greater than the percentage of increase 
in the lowest brackets. On the other hand, wage increases are supposed to be 
calculated on legal wages, whereas it is well known that actual wages are on 
the average 20 to 25 per cent. higher, with very wide dispersions according to 
the financial position of different industries as well as the relative scarcity of 
labour. However effective or ineffective these legalistic provisions will prove 
to be, they keep a flavour of faithfulness to economic planning which certainly 
does not agree with the general bias of the Government and its Minister of 
Finance and Economic Affairs, or with its price policy. It seems safe to 
assume that, on a previous basis of 1,250 milliard francs for wages and salaries 
—exclusive of those of Government employees—another 350 milliards per 
annum are to be thrown on to the consumption markets, supplemented by 
substantial increases of family and other social security allowances to the 
tune of some 100 milliards. 

In the circumstances, the freeing of most industrial prices, as an alternative 
to a wave of price-raising decrees, has certainly been a great administrative 
and political convenience. It can also be z argued that in many sectors controls 
were ineffective, so that the remaining ones made for damaging distortions, 
working against the essential industries and to the advantage of distributive 
trades. In fact, the basic industries remain subject to price fixing, but their 
prices have been raised sharply so as to give most of them a full depreciation 
and replacement allowance and even a margin for net investment. It remains 
to be seen if that advantage will not soon be caught up by continuous price 
increases in the free sectors on which they have to rely for their own supplies. 
The new level of prices cannot be precisely ascertained ; trade associations 
are supposed to notify by the end of January the price lists they intend to 
apply. The National Balance-Sheet wiil have to be recalculated on the basis 
of the new prices and wages. The index of industrial prices cannot be under 
1,200 on a 1938 basis, and for wholesale prices as a whole probably not under 
1,500 to 1,600. An effort is being made, if not to bring down agricultural 
prices, at least to prevent a new rise and to preserve the equilibrium with 
industrial prices which is being aimed at ; some imports play their part in that 
policy together with a pressure exerted on the meat market through Govern- 
ment stocks. Anyway the level of prices already leaves the highest peaks of 
1926 inflation far below. 


FRANC PARITY: WHAT IS THE EQUILIBRIUM RATE ? 

At the time of writing, the problem of the new exchange rate for the franc 
has not been finally settled. There is no doubt that the franc need not fall all 
the way to purchasing power parity, even if that could be determined definitely, 
and consistently with the different currencies. For one thing, exchange rates 
are a long-run affair, and costs have not gone up as much as most prices ;_ the 
latter include inflationary profits which stabilization might sharply reduce, 
whereas, if devaluation were too steep, it would tend to raise some prices and 
consolidate others at their highest levels. Also a large part of the demand 
in export markets is somewhat inelastic in relation to prices of most French 











eae THE BANKER 





exports, which are not of the highly competitive type. Finally, the recourse 

to foreign credits means that an import surplus is being planned, which in 
principle would be in conflict with an exchange rate designed to bring about 
an even balance of trade. For these reasons, the equilibrium rate of the franc 
is certainly higher than a purchasing power parity rate even reckoned on a 
cost basis. On the other hand, a low rate would facilitate the repatriation of 
capital held abroad but would make imports all the more expensive in terms 
of francs, and might thus impart a new and strong impetus to the spiral of 
internal inflation. 

It is this argument which favours the establishment of a so-called “‘ double 
sector ’’ in exchange rates—an official rate and a free rate. The success of such 
a plan would depend on a progressive rise in the free quotation of the franc ; 
some expenditure abroad, especially tourism, might be discouraged, but most 
imports are highly inelastic and should receive at the official rate at least 
part of the exchange they need. 

The prospects of the balance of payments must, of course, remain uncertain 
so long as the effective rate is not known, and in any case depend upon the 
amount of foreign help which can be counted upon. In the estimates of the 
National Balance-Sheet, purchases of goods and services abroad, calculated 
so as to provide raw materials on a scale complementary to the expected 
supply of coal, amounted to some $3.5 milliards, whereas exports at the old 
rate of exchange were not expected to bring in more than $1.5 milliards, 
including trade with the franc area, balanced at a level of $700 millions. This 
leaves an external deficit of some $2 milliards, while expected credits, gold 
recoveries, requisitions of foreign securities and drawings on the Monetary 
Fund cannot bring in more than $1.5 milliards. Naturally, exports are expected 
to be substantially altered after a while by exchange adjustments, and some 
inflow of capital might be stimulated also. At the same time, the internal 
value both of imports, hardly changed in volume, and of exports if their 
volume can be increased, would move towards equilibrium, but any closing 
of the current external deficit will simultaneously widen the internal inflationary 
gap. Increases in the cost of imported raw materials will again react upwards 
to the extent of part at least of the rise in internal prices. 


THE BUDGET STRUCTURE 

The recent increases in prices and salaries and the tax changes naturally 
alter the picture of the budgetary situation. The analysis presented in the 
National Balance-Sheet plainly shows the structure of public expenditure. For 
central and local government together—excluding the social security system 
which is practically self-balanced, and also industrial services working costs 
do not account for more than 47.5 per cent. of the total ; new capital outlay 
and maintenance of Government property brings the direct expenditure upon 
goods and services up to 55 per cent.; if the service of the national debt, 
reduced to a very low figure by the depreciation of the currency, and social 
allowances to government employees are added, public expenditure proper 
is no more than 63 per cent. of total budgetary expenditure. For the remaining 
37 per cent., the Government, far from competing with consumption or private 
investment for the use of real resources, subsidizes them through income or 
capital transfers—that is, relief, price subsidies (almost nominal by now), and, 
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especially, war damage compensation or grants to the Railways or the Mer- 
chant Marine for reconstruction and development. This shows that the 
scope for reductions in direct government expenditure is less than most French 
people imagine. It is now expected that the Central Government budget will 
be increased by 190 milliards, owing to the increase in public salaries and a 
35 per cent. average advance in the prices of goods purchased. A provisional 
figure of 913 milliards, exclusive of capital transfers to investment and recon- 
struction, has been quoted, which should be balanced out of ordinary revenue. 


THE NEw Tax MEASURES 


Although some indirect taxes are being raised, the price of tobacco and 
petrol increased, and a new tax on night- clubs levied, the problem of a more 
effective system of taxation remains unsolved. The last instalment of the 
capital levy of 1945 falls due in the first quarter ; and steps are being taken to 
accelerate collection of income taxes paid on the previous year’s income. At 
the same time, allowances have to be raised to bring them into more reasonable 
relationship to the present level of prices. Although a bill of fiscal reform has 
been introduced by the Government, its scope appears limited. It seems still 
to assume that a more effective mechanism can be progressively evolved by 
mere administrative adjustments, whereas many people have now come to 
the conclusion that a complete overhaul is indispensable and is really problem 
Number One of the day. 

The exceptional levy which has been voted by Parliament might be con- 
sidered as a powerful argument for drastic reform. It provides the proof that 
ordinary taxation in France, however high its nominal rates, is unable to 
bring in the necessary revenue ; and leads one to think that some new device 
will ‘Teter have to be resorted to. As the levy is assessed on practically the 
same basis as income taxes, but, of course, at a higher rate, it glaringly dis- 
closes how unequal and uncertain these taxes are. The best case which ‘could 
have been made for the levy would have been to claim that, since taxes on 
profits are necessarily paid only in the succeeding year, the depreciation of the 
currency operated to reduce the effective rate of taxation, and to that extent, 
a super-tax meant no more than making the nominal rates effective. There 
remains the objection that some people are taxed too heavily to make up for 
other people’s evasion. The crux of the matter lies in the contrast between 
nominal and actual rates of taxation, the former being high enough to dis- 
courage initiative and honesty, the latter being low enough to give free rein 
to inflation. A system which, since the war, has multiplied by fifty the taxes 
on wages and salaries, but by only ten the taxes on profit —although allowances 
have been raised only on the former—is clearly indefensible. 


There is no doubt that prices have risen more than wages, profits more 
than prices, since the real value of interest returns and rents has fallen. This 
shows that there can be no alternative to a change in methods of tax assess- 
ment for — and trade. The merit of the special levy, clumsy as it is, 
is that it will at least raise direct taxation on profits to the neighbourhood of 
what should be its proper level. As such, the levy should serve as a useful 
precedent, and should also bring the honest taxpayers whom it hits too hard into 
the camp of those who ask for a drastic reform of the whole fiscal mechanism. 











74 | THE BANKER 





Moreover, it is in fact a refundable tax for those who are ready to subscribe 
to the loan which is a substitute for it. 


It is firmly stated that the receipts from the special levy will be reserve 
for purposes of equipment and reconstruction, for which two seps arate bse 
are being instituted. This is a first step towards orderly methods of financing 
of the main tasks confronting the Fre neh economy ; at the same time a Margin 
for net investment is included in the controlled prices for the products of some 
basic industries. On the whole, the semi-forced loan, coupled with the last 
instalment of the capital levy and the accelerated collection of income taxes, 

will bring in, during the first half- year, and as a direct levy, more than all 
direct taxes did over the whole of iast year. This will go some way towards 
offsetting the increase in purchasing power that will flow from the rise in 
wages, provided that credit is restricted strictly enough to ensure that the 
new burdens imposed on industry and trade have to be met from current 
profits or by liquidation of stocks, and cannot be fully passed on after a whik 
by means of higher prices. 


CONCLUSION 


This particular consideration points clearly to the conditions which musi 
be satisfied if the experiment now under way is to succeed. 

The first condition is technical. A very high degree of co-ordination is 
required between the decisions reached and the machinery set up in the different 
fields of economic policy. A new foreign exchange regime, a damping down of 
the inflationary impact of higher wages, and the new taxes cannot exert their 
full effects successfully unless appropriate regulation and restriction are applied 
in the field of credit. Moreover, it should be firmly borne in mind that more 
freedom cannot be granted to production, trade and prices unless firm measures 
are taken to ensure the general conditions of equilibrium. In particular, it 
appears that the exceptional levy should have been closely linked in its spirit 
and execution with the freedom newly granted to widespread sectors of the 
economy, and should have been represented as the price to be paid for it. 

The second condition is political. Unless a minimum degree of agreement 
is reached on the basic issues, there is a permanent risk that electoral motives 
will doom even the most justified measures. Whatever the deficiencies of the 
exceptional levy, nothing else has been proposed, not, at least, by the opposition 
parties. It is no less paradoxical to see de Gaulle’s partisans, who claim that 
they will restore order even in the financial sense, deliberately ignoring the 
inadequacy of profits taxation in this country, than to see the Communists 
running to the help of the middlemen whom they purposely confuse with the 
middle class. 

So it remains to be seen how far and how soon the implications of the 
National Balance-Sheet will be grasped—especially how long it will take for 
the public to grasp the difference between an increase in real wages and a 
mere advance of money wages, the difference between the financial problem 
as a whole and a mere attempt to bring cash by whatever means to the 
Treasury. 
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Bankers and the Crisis 


HE economic crisis, in its many aspects, this year confronted the bank 
chairmen with an embarrassing choice of vital topics for the annual 
statements which nowadays do duty as “ speeches’’. But it also gave 
them a great opportunity. During the war, when almost every sector of the 
economy came under official control, when the statistical blackout narrowed 
the scope for public discussion of policy, when finance and financial considera- 
tions were rated at a heavy discount, the annual pronouncements from the 
banks inevitably lost something of their former importance. They had 
his year to stage a strong come-back. Though many vital facts are 
still withheld, there has never been so vast a spate of figures as those with 
which the authorities have documented both the troubles of the past twelve 
months and their own hopes and plans for the future. Sound analysis of this 
array of data, sure diagnosis of the underlying maladies they reveal, and 
honest attempts to prescribe the remedies are all of the highest public impor- 
ance. Moreover, it is now widely agreed that, among the ‘remedies, fir nancial 
pre sciptions can play a vital part, perhaps a decisive one. Here was indeed 
a chance for City opinion, and City technique of analysis, to come into 
its Ow! 

Taking the bankers’ statements as a group, one can fairly say that the 
ypportunity has not been lost upon them. If there were room for hope that 
they could have as great an influence upon financial and economic policy now 
as they app ented did on the specific issue of cheaper money last year, the 
economic horizon would look several shades brighter. 1 Naturally, the bankers 
do not speak with a single voice, but in their diagnoses as distinct from prescrip- 
tions there is a large measure of agreement. Especially is this true on the 
crucial issue of inflation. Although the bankers this time look back upon a 
year in which their deposits expanded more moderately than at any time 
since before the war, one after another points warningly to the inflation: ary 
menace and pleads for a more vigorous financial policy to counter it. 

To readers of THE BANKER, the principal arguments should already be 
familiar. During the war the existence and steady growth of a huge surplus 
of money was not immediately dangerous. In a _ highly-centralized war 
economy, physical controls and direct action by the great supply ministries 
were able to force an overwhelming proportion of productive resources into 
essential channels. Their effectiveness was ensured by the general circum- 
stances of wartime, which severely limited the opportunities and even the 
desire of the public to spend. Now, by contrast, the structure of production 
is both less standardized and incomparably mor: ramified, and much of it 
depends upon private rather than Government in tiative ; the scope of the 
physical controls—especially man-power controls—is very much reduced ; and 
both the desire to spend and the opportunities for spending are immeasurably 
greater. Hence the waves of purchasing power— virtually placid during the 
war, but now whipped up— beat incessantly upon the structure of physical 
control and rationing, washing away for private consumption or inessential 
capital outlays supplies of scarce materials urgently needed for exports and 
other vital work, and swallowing up man-power under the very eyes of Ministers 
who plead for more workers in the mines, the textile factories and the farms. 


1 
shanc + 
cnance t 

l 











76 THE BANKER 








The system of price-control, too, is giving way under the strain, as pressure 
of demand forces up one “ controlled ”’ price after another and starts a further 
turn in the spiral. But even though there has not yet been any dramatic 
break-through on the prices front, the insidious effects of inflation are every- 
where at work. Indeed, they may do most damage precisely in those cases 
in which prices are most firmly held, for if the supplies are relatively cheap at 
official prices there is the greater inducement to sell them in the black markets 
or to other unauthorized buyers. Thus does the pressure of excessive spending 
denude the pipe-lines and stock-bins of vital materials and components, 
making it impossible for industry to secure the intricately balanced flow of 
supplies upon which its continued operation depends, so that short-time 
working and actual stoppages become unavoidable. 

On such themes as these, quite the most outstanding contribution from 

the bankers came from Lord Balfour of Burleigh, of Lloyds Bank. Similar 
arguments were advanced, in particular, by Sir Thomas Barlow of the District 
Bank and Mr. Harold Bibby of Martins, both of whom were this year making 
their debut before the public as chairmen. But Lord Balfour’s statement was 
notable because it proceeded far beyond the point of penetrating diagnosis. 
It also outlined a clear and closely-reasoned plan of action—and was, indeed, 
the only statement to do so. Unlike Lord Linlithgow, of the Midland, who 
takes heart from the reflection that last year was one of “ progressive enlighten- 
ment as to the facts of our situation ”, Lord Balfour thinks that even now the 
‘ crim realities ’’ have not been generally understood—a belief which is shared 
by Mr. Rupert Beckett of the Westminster. 

There is no doubt about the grimness, and little doubt, too, about the 
persistence of at least some remnants of that “ haze of make-believe ’’ which 
is worrying Capt. Eric Smith of the National Provincial Bank. Lord Balfour’s 
warning ought to be posted on every hoarding in the land : 


The stark fact is that within a matter of months, in the absence of some new 
development, we may not have at our disposal the dollars wherewith to pay for our 
food and for the raw materials essential to our production for export. More than 
that, supposing additional dollars to become available by way of a subvention from 
the U.S.A., unless the balance of our external trade can be restored, the respite 
will be merely temporary, and short-lived at that. 

This formidable situation is one which, I believe, can only be met if monetary 
policy is called in aid: for it is vital to realize that the external deficit, like so many 
of our problems, has been aggravated by inflation. That means an excess of demand 
in relation to the goods available. It follows that our urgent needs are two-fold: 
on the one hand increased production, of coal, of food, of manufactures both for 
export and for home consumption ; on the other hand, increased savings. 


Monetary policy, it is urged, could do much in both these fields—it could 
increase the incentives to greater production, and could check the excess of 
spending. 

Above all, what is needed is a large and genuine budget surplus. It is 
noteworthy that all the bankers endorse the general view of economists that 
the 1947 Budgets were quite inadequate from these points of view. Lord 
Linlithgow, however, who evidently prefers to smooth away all the sharper 
edges of controversy, advances his criticism very cautiously—in the form of a 
quotation from the report of the Belgo-Luxemburg Exchange Institute : 
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“The relaxation of exchange control’’, it says, “is possible only in a healthy 
financial economy in which equilibrium is established between the monetary level, 
production, consumption, savings and investment. . . . It would therefore be a 
dangerous illusion to hold that exchange control can operate to support a currency 
instead and in place of a rigorous budgetary policy and a credit policy designed to 
adjust investment to savings ”’ 
Lord Linlithgow approves this “ wise observation '"’—but was it really necessary 
for the chairman of our largest bank to go so far afield to find words whereby 
to hint at the need for a stronger financ al policy in Britain? His own com- 
ments could hardly have been more restrained: ‘‘ many people would have 
wished to see a much more rapid advance towards equilibrium ‘i 

On this whole question, indeed, the Midland Bank is rather out of step 
with its fellows. That is fully in accord with its traditions, but whereas in 
the past there was never any doubt about the difference of view, now the 
dissentient’s attitude is less certain. The passage quoted above plainly 


suggests an approach towards the general opinion. But elsewhere Lord 
Linlithgow contends that the disastrous deflation after the 1914-18 war has 
made people “ rightly suspicious of financial proposals which, while presented 
as measures to combat inflation, might lead to a positive deflation ’’, and has 
generated a reluctance to use financial restraints. Andon the matter of cheap 


money, the Midland Bank comes out in open opposition : 


Moreover, restrictive financial measures are habitué lly ening f of, even now, as 
being associated with high interest rates, whereas ‘‘ cheap money ”’ has been insisted 
upon in order to ease the burden of the enlarged national debt at # to aid in financing 
housing and other necessary capital projects. Too often it is forgotten that, in our 
modern monetary system, high interest rates are not the only method, nor even an 
indispensable part of the technique, for restraining the use of purchasing p wer. 
Indeed, it has been shown in the past that they are capable of inducing a thoroughly 
irrational order of priorities among capital projects. 

Lord Linlithgow, it seems, prefers that investment should be regulated by: 
physical controls and by its counterpart of capital issues control—even though 
the application of that to bank advances imposes a “ difficult task ’’ upon 
the banks. 

This brings us back to the financial policy advocated by Lord Balfour. He 
is troubled by none of the conflicting doubts which worry the Midland’s 
chairman, and frankly welcomes the healthier position which has result ed 
from the reversal of 1946 trends in the gilt-edged market, postulating “ a rate 
of not under 3 per cent. on long-term securities ’’ as the means of promoting 
the necessary savings. On budgetary policy, he rightly emphasizes that the 
methods by which the requisite surplus is secured are no less important than 
the surplus itself. His own prescription is three-sided: (1) the surplus must 
be achieved, so far as possible, by reducing government expenditure ; (2) it 
must be a genuine surplus, resulting from a curtailment of private spending ; 
and (3) despite the need <4 a surplus, there must be a reduction in direct 
taxation, especially P.A.Y.E., in order to promote incentives; hence all 
subsidies (except those to stimulate agreuiiare) must be progressively reduced. 

There is no doubt about the soundness of this programme, which does 
indeed closely resemble the proposals advanced in these columns and elsewhere 
from time to time. The trouble is that the Government (which is probably 
rather more sympathetic to such policies than is popularly supposed) still 
accepts the bondage imposed upon it by the refusal of the T.U.C. and many 
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rank-and-file sup porters to recognize that a policy of this kind would, in Lord 
Balfour's words, “ be of far greater ultimate benefit to the wage-earner than 
a mere continuance of the present wages pat That particular aspect of 
the present impasse was strikingly portrayed by Capt. Eric Smith. His second 
annual statement to shareholders of the Nz :tional Provincial would have 
commanded wider attention had it been freer from political comment and 
from a tone of asperity which rings rather stridently in the ears of those 
accustomed to the classical modulations of ban! speeches in the past. but one 
shaft was fairly aimed and finds its mark: “ Fear rules our rulers. Fear of 
Trades Unions, fear of increased wages, fear of stopping wage increases, 
l fear of any unpleasant situation ’’. That, unhappily, 
And until the Government determines to break through 
ids, there can be no hope of the reals istic financial and budgetary policy 
ich the bankers plead, and no hope, therefore, of arresting the wastages 
inflation—whether “ suppré wor or not—spreads insidiously through 
ional economy. 

i¢ other bank statement demands comment—that from Sir William 
Goodenough, successor at Barclays to Mr. Edwin Fisher whose sudden death 
so shocked the banking world just twelve months ago. It has been left until 
last, not out of any fo ig amare for the special courtesy which is due toa 
newcomer, but simply because its main theme does not fit into the pattern 
of the other stateme nts On the issues of inflation and budgetary policy, Sir 
William does indeed share the opinion of most of his colleagues ; but the 
distinctive part of his statement was devoted not to financial policy or even 

to the pressing aspects of the crisis, but to agriculture : 


i 


or ill-considered action . . . what is done at 
will profoundly influence our fortunes for 
rmined by current decisions on matters of 

i 1eed of the hour is nothing less than the 
economy—in particular of British agriculture. 


Vi oks to the record of history, from 1846 onwards, to question the 
policy of free imports of food, and the . looks forward to a possibility that 
markets for British manufactures abroad may decline—in this sombre view he 
seems to be peering even beyond the ending of the present seller’s market. 
a we must take heed for our own food suudactinn, by “a much more 
intensively developed and scientifically based agriculture, generating a high 
net pose in keeping with a sound policy of nutrition and desig sned to fortify 
our economy in the long run and give balance to our national life ’ 

There will be many to share these views, but the wheel has indeed turned 
full circle (though perhaps not quite in the sense in which Sir William employed 
that phrase) when the spokesman for the new agricultural protectionism 1s 
chairman of one of our leading banks. Yet Barclays has not relinquished its 
faith in financial internationalism. Sir William declares that no obstacles 
must be placed in the way of Britain’s growth as provider “ of financial and 
other services for which she is so emine ently fitted by long association with 
commerce and with international affairs. . The restoration of sterling to 
full status as an international currency is, of ¢ course, a condition of success in 
this sphere ’’. It is, indeed; as all bankers will agree. But is there really no 
inconsistency between the two facets of Sir William’s policy ? 
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The New Bilateralism 
By Paul Bareau 


NE by one the commercial and monetary agreements between Britain 
() ana overseas countries are being re-negotiated to take account of the 

suspension of sterling convertibility and the deeper realities of which 
that event of last August was a symbol. Seldom has greater strain been 
placed on that small band of officials in the Treasury, the Board of Trade, the 
Cabinet Offices and the Bank of England, on whom the burden of these manifold 
and largely simultaneous negotiations has fallen. They had spent more than 
a year laboriously building up the convertibility agreements that were to 
create the system into which the obligations of the Anglo-American financial 
agreement were to fit after July 15, 1947. They are now spending the ensuing 
year picking up the pieces of the mechanism that broke up within five weeks 
of that fateful date and are trying to restore them to the semblance of a new 
system. 

A sufficient number of these agreements has been re-negotiated to reveal 
whether there is beneath them any coherent pattern, any philosophy of external 
economic relations, any consistent lines of policy designed to take the place 
of those which went so sadly astray on August 20. That so much has been 
accomplished already by so few is due in part to the efficiency of the inter- 
departmental organization which has been set up to deal with this ramified 
and important sector of policy. The committee which supervises these overseas 
negotiations is in daily session and wields considerable power. The rapidity 
with which it has been able to answer queries and come to decisions largely 
explains how so many of these negotiations have been brought to their con- 
clusion in the comparatively short time that has elapsed since the old system 
broke down. 

The simple and essential fact about the suspension of convertibility was 
that Britain’s dollar reserves last August were ebbing away at a rate which 
would have exhausted them in a matter of months. The strain resulted from 
Britain’s own dollar expenditure, from the dollar requirements of the scerling 
area and from the cost of convertibility rights granted to non-sterling countries. 
The suspension of convertibility at once put an automatic stop to certain 
elements in the pressure on the central gold reserves, but it left large potential 
liabilities arising from the convertibility of sterling held by non-sterling 
countries under agreements previously negotiated. It could be assumed that 
after August 20, countries compelled to hold sterling would be even more 
insistent than before in exercising rights to convert into gold any excess of 
sterling beyond their certain needs. Hence the urgency, from Britain’s point 
of view, of revising the agreements. 

Concurrently with the re-negotiation of the payments and monetary 
agreements the whole range of commercial relations had to come under review. 
The general objective was to secure the greatest economy in dollar expenditure 
and to explore the extent to which the cuts in dollar imports could be replaced 
by imports from non-dollar countries. In this substitution care had to be taken 
not to run into the danger of paying out sterling which might in turn be offered 
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for conversion into gold or dollars. Thus the whole structure of financial and 
commercial agreements was involved in the adjustments necessitated by the 
decision of August 20. 

For this reconsideration, the machinery of external trade and payments 
may be divided into three broad categories: the agreements with dollar 
countries, those with other non-sterling countries, and those with other 
members of the sterling area. The suspension of convertibility, of course, 
made no practical difference to the payments arrangements with the first 
group. Payments to the United States still had to be made in dollars. Sterling 
in American accounts was not affected by the suspension of convertibility. 
[t is still convertible. Since the current balance of payments with the dollar 
areas remains adverse to the United Kingdom, the drain on dollars continues, 
the deficit being met by sales of gold, purchases of dollars from the Inter- 
national Monetary Fund, drafts on the small residue of the U.S. credit and 
—for part of the payments due to Canada—by continued drawings on the 
Canadian loan. To meet the situation, as everyone in Britain is now painfully 
aware, drastic cuts in purchases from the dollar area, especially the United 
States, had to be made. In order to secure for Britain the greatest possible 
liberty of action in making these cuts, an approach had been made to the 
United States to obtain some release from the strictest interpretation of the 
articles of the Anglo-American agreement which required Great Britain not 
to discriminate against United States goods in its import policy. That amend- 
ment was obtained by a ruling which found expression in a statement made by 
the Secretary to the U.S. Treasury, Mr. Snyder, during his visit to London 
last autumn for the annual meetings of the International Bank and Fund. 
This interpretation avoided dangerous precision and legalism, and contented 
itself with a general comment that the agreement had never been intended to 
put a strait jacket on Britain. After that the road lay open for any reasonable 
measure of discrimination in negotiating new commercial agreements. 

The only specific agreement made since August 20 with a “dollar country is 
that with Canada. The negotiations with the Dominion were opened on the 
British side with the firm intention of severely cutting down expenditure in 
Canada-—-then being financed, at Canada’s request, as to 50 per cent. in American 
dollars, instead of ‘wholly through drafts on the shrinking balance remaining 
in the Canadian credit. As a result of these negotiations, however, Britain 
was in fact called upon to buy rather more than “she had wished and also to 
meet a larger proportion of her Canadian deficit by payment in U.S. dollars— 
$100 millions, or more than two-thirds, of the estimated $145 millions deficit 
for the first quarter of 1948. In spite of the improvidence thus thrust upon 

3ritain by the agreement with Canada, Britain’s direct dollar expenditure— 
thanks to the drastic curtailment of purchases from the United States—is 
being severely cut, but, on the admission of Sir Stafford Cripps, the direct 
U.K. deficit with the Western Hemisphere would, even if the present pro- 
grammes are achieved, be £300 millions in the current year and its annual 
rate twelve months hence would still be not much less than that figure. For 
the sterling area as a whole, it is officially estimated at £250 millions. Mean- 
while, the latest figure for the current dollar drain was given by the Chancellor 
early last month: it was running in December at the rate of $40 millions 
a week. 
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Cuts in indirect dollar expenditure are also being achieved by enlisting the 
co-operation of other sterling countries in the drive to secure greater dollar 
economy. There were comprehensive discussions with the representatives of 
sterling area countries in London last October when many of the authorities 
concerned were here for the meetings of the International Bank and Fund. 
The general objective set before each country was that it should seek at least 
self-sufficiency in its hard currency requirements. The general assurances 
given on that occasion have since been reinforced by technical assistance given 
to a number of members of the sterling area in tightening up their exchange 
control machinery. 

In the case of South Africa, an important change of technique has been 
made. The Union has become wholly independent of the sterling area dollar 
pool. There have been concurrent ch: unges in the methods by which South 
African gold is sold to the British Treasury, which make it difficult to determine 
whether over a period of more than a few months Britain stands to lose or 
gain from the new arrangement. In the short run there will be a considerable 
gain in that South Africa is making available an immediate gold loan of {80 
millions. As against this, however, the old arrangements by which the larger 
part of newly mined gold was sold year by year to the British Treasury have 
been discarded. In future Britain will obtain newly mined gold only in so far 
as such shipments are required to maintain the balance of payments between 
the two countries in equilibrium. In other words, though remaining within 
the sterling area, South Africa has in effect become a hard currency country. 

It is in the arrangements with the third group of countries—those which 
are within neither the dollar nor the sterling areas—that the greatest measure 
of amendment in the system operating before or from July 15 has had to be 
made, for it was in these particular agreements that the greatest risks had 
been run. The system of transferable sterling accounts had been built up by 
that date to a point at which automatic transferability covered the greater 
part of the non-sterling world, the main exceptions being Switzerland and 
France with which strictly bilateral payments arrangements were in operation, 
but to which the right of convertibility of current sterling had been granted. 
There were certain exceptions from the rule of convertibility which were still 
outstanding after July 15. These were duly notified to the U.S. Treasury, 
which solemnly pondered and accepted the considerations which justified 
this continued exclusion from the system of convertibility prescribed by the 
Anglo-American financial agreement. 

At the time there was a widespread fear among unofficial observers that 
the events that culminated in the suspension of convertibility on August 20 
might lead the British authorities to react to the extreme of caution in for- 
mulating the principles of their future exchange technique. Such a reaction 
would have been understandable, given the uncalculated risks that were 
taken when the convertibility of sterling was re-established—and the incal- 
culable effects of its speedy abandonment. Some reaction of this kind has, of 
course, occurred ; but it would be wrong to say that it has gone to extremes. 
The decision of August 20, of course, involved a withdrawal of the automatic 
right of holders of transferable accounts to pay their sterling to American 
accounts. This was in fact the main technical change involved in the formal 
act by which convertibility was suspended. But in addition there has been a 
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change from automatic transferability to administrative transferability over 
a certain segment of the transferable account system. The explanation of this 
change is not difficult to find. It lies in the fact that with most non-sterling 
countries British payments agreements rest even now upon a reciprocal under- 
taking by each of the two parties to hold the currency of the other up to a 
prescribed limit, but beyond this point to have the right to require conversion 
into gold. With certain countries, notably Belgium, arrangements were made 
for a considerable increase in these “ ceilings ’’ or “ gold points’. In this way 
the overdraft facilities extended to Britain have been increased. Even so, 
special steps had to be taken to prevent countries with a high export potential 
from acquiring undue amounts of sterling from their trade with third countries, 
and from thus raising their total sterling holdings above the point at which 
they could begin to exercise convertibility rights. 

Despite this transition to ‘“ administrative” transferability—which now 
formally applies to Belgium, Portugal and Russia—the main outlines of 
the previous system of automatic transferability remain, for the original 
arrangements continue to operate even now with those transferable account 

countries the agreements with which have not been re-negotiated since 
August 20. The fears that the system of automatic transferability would at 
once be wholly scrapped have thus proved ill-founded. 

Concurrently with this re-negotiation of payments agreements, a whole 
series of commercial agreements has been and is being discussed. The President 
of the Board of Trade, Sir Harold Wilson, stated recently that trade talks 
were proceeding with no less than fifteen foreign countries, while some half a 
dozen agreements have already been signed and many more negotiations are 
about to begin. The official attitude is that Britain must feel her way gradually 
in returning to a system of multilateral payments and convertible currencies, 
and the commercial negotiations with non-sterling countries are for the time 
being based on the principle of bilateral equilibrium. The agreements made 
with Portugal and Sweden, for example, expressly define an intention to 
achieve a bilateral equilibrium—but they aim at reaching this equilibrium 
at the highest possible level of trade. The objective is to reach a balance by 
bringing the shorter side of the account up to the larger, wherever this is 
possible. This is the new conception of “‘ expansionist bilateralism ”’ 

But, even in its expansionist guise, bilateralism is obviously a pis aller. 
On a longer view, it could never achieve the degree of expansion which is in 
principle possible under a truly multilateral system in which the advantages 
of specialization and of the division of labour, if allowed free play, can develop 
to their fullest extent. But the operation of even a relatively free multilateral 
system, as even the Americans admit now, depends upon an underlying 
structure of approximate equilibrium in international payments which cer- 
tainly does not exist to-day. Bilateral arrangements are therefore inescapable 
in many cases. Unfortunately, even under present circumstances (when the 
technique and objectives differ widely from the continental bilateralism of 
the 'thirties) these arrangements may involve uneconomic terms of exchange 
or acceptance (‘‘ as part of a bargain ’’) by either or both countries of articles 
which they do not really want. Even so, they give an assurance of short-run 
continuity of markets which can cushion the present abnormalities and dis- 
crepancies in costs, prices, and exchange structures. They also provide the 
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only available mechanism by which demand for certain essential imports can 
be switched from dollar sources to other channe!s of supply. 

Happily, it now appears tolerably certain that this bilateralism, even in 
its expansionist setting, is not r regarded by the British Government as an end 
in itself. There has ciskainley been no doctrinaire volte-face, but only an 
administrative one dictated by the expediency of the moment. The President 
of the Board of Trade, in his recent review of the Government’s export policy 
and commercial negotiations, stressed that one of the fundamental objects of 
the Government was to keep the maximum amount of international trade 
going. He admitted that Britain’s whole commercial position had been built 
up on the supposition that trade would be multilateral and that we ought not 
to have to bother whether our trade with each country balanced exactly. 
‘If we cannot re-establish that position in the long run,” he added, “ the 
outlook for us is very serious’’. It is notable, too, that every payments 
agreement which restricts the transferability of sterling stresses that the 
Bank of England will always use its best endeavour to encourage a wider use 
of sterling, provide d, of course, that it is used for current transactions only. 
By implication this objective must mean that Britain is still striving towards 
the real economies and the measure of expansion that lie fully within reach 
only under a multilateral system. Meanwhile, however, Britain must feel her 
way carefully. It must be a question of one step at a time. 

Some important aspects of the arrangements with sterling countries have 
already been noted, more particularly the concerted dollar economy compaign 
the tightening of import licensing and exchange control machinery in all 
parts of the sterling area, and the special arrangements made vith South 
Africa. Apart from this, the main structure of the sterling area system remains 
unchanged. The countries concerned are still “on their honour’’ not to 
abuse their right to draw on accumulated sterling balances in order to meet 
hard currency deficits. With some of these countries arrangements have been 
made, or are being negotiated, for definite allocations of hard currencies and 
for the freeing of accumulated sterling balances. The agreements recently 
completed are, in most respects, a continuation of short-term arrangements 
made last year. For this purpose the agreement with Egypt can in effect be 
included with sterling area arrangements. The most important of these 
arrangements, those with India and Pakistan, are under negotiation at the 
present time. 

The crucial point in all these discussions concerus the release of accumulated 
sterling balances and the extent to which the amounts so released can be 
utilized for conversion into hard currencies. If one surveys the short-term 
agreements of this character made last year, and such evidence as we have 
had to date of their proluagation in 1948, one is at once confronted by the 
question whether the piecemeal approach which has been made to the problem 
of accumulated sterling balances is that best calculated to obtain equitable 
and realistic results. Each of Britain’s sterling creditors has an admirable 
and strong case for obtaining a substantial release of accumulated balances. 
Britain was and is the banker to these countries, and during the war received 
their hard currency earnings, which in some cases were substantial. It seems 
hardly fair, therefore, to argue that we must now put up the shutters and 
wholly cease to pay out hard currencies, especially when the world knows that 
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there is still between {500-600 millions in reserve. A few of the creditors can 
also argue, and no doubt do, that the British people live better than theirs 
and that they see no reason why the fear of a further reduction in British 
rations should gain the day over a probability of starvation in their own 
country. In these discussions political issues of far-reaching importance are, 
moreover, bound to intrude. 

There is therefore a danger that in recognition of the strength of such 
arguments Britain may be giving away too much in global terms. There are 
so few people handling these negotiations that all of them are perhaps too 
much engrossed in their day-to-day detail, leaving no one with the leisure 
and detachment to sit back and view the position as a whole. Might it not 
have been better, though it would have meant swallowing some pride, for 
Britain to admit after the end of the war, and especially when shouldering 
convertibility obligations, that the banker could not meet all the demands 
which were shortly likely to be made upon him? Might it not have been 
appropriate, in the prevailing circumstances, to have brought all the creditors 
together and suggested some form of overall and adjustable settlement— 
though not, of course, on uniform lines with each creditor—as in fact was 
envisaged in the Anglo-American negotiation for Britain’s dollar credit ? 
This problem of accumulated sterling debt was not a case in which the motto, 
‘ Divide and conquer ”’ could be applied. On the contrary, each individual 
settlement has tended to create a basic minimum for the terms which the 
creditors in the ensuing settlement would accept. Unfortunately, the series 
started with some of the toughest negotiations, more particularly those with 
Argentina. As a result of that inauspicious start, Britain tended unduly to 
handicap herself for the later negotiations. 

It is too late now to go back on the piecemeal technique unless, of course, 
Britain’s plight becomes so desperate that some general accommodation with 
creditors becomes inevitable. But it would be well to bear in mind that the 
evidence and the habits of largesse which Britain has been exhibiting are more 
in keeping with past achievements than with present resources. To allow 
such habits to persist will mean that the agreements with sterling area coun- 
tries will become an altogether unbearable burden on the balance of pay- 
ments. Too much shipped out as unrequited exports financed by accumv- 
lated sterling balances means less exports to dollar markets and less for the 
expansion of trade covered by the new bilateral agreements. The scales must 
be held evenly, and all the issues involved, political no less than economic, 
must be given their due weight. But it should not be forgotten, too, that to 
give too much to the sterling creditors, either by unrequited exports or by 
over-generous allocation of hard currencies, means a longer road to be traversed 
before Britain can return to a position where the risks of genuinely multilateral 
trade and of convertible currencies can again be shouldered and allowed to 
fructify. The creditors, no less than the debtor, have every reason to make 
that road as short as possible. 
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The Banks in 1947 


N the sphere of domestic banking, as the bank chairmen’s statements have 
] emphasized, experience in 1947 was in some important respects in marked 

contrast to that of the previous year. In 1946, aggregate net deposits of 
the clearing banks rose by no less than £779 millions, or by 16.7 per cent., the 
fastest rate of credit expansion ever re poids d in this country. In 1947, it at 
first seemed that the seven-year upward trend was at last about to be reversed, 
but towards the end of the year the expansionary movement was rather 
sharply resumed. Hence the net increase during the year was quite substantial, 
amounting to {243 millions ; but, as Table I shows, this is easily the smallest 
increase since pre-war days. 

This contrast was not wholly unexpected, for it resulted very largely from 
the collapse of Mr. Dalton’s drive for ultra-cheap money. Even before the 
first ominous crack appeared in the gilt-edged market, many experienced 
observers in the City had doubted whether the Chancellor would or could 
pursue his objectives further by the extravagant credit-creating tactics of 
1945-46. This opinion was justified even sooner than most people had expected, 
for the growing resistance to lower interest rates was greatly intensified and 
brought into sharper focus by the fuel crisis which spread its creeping paralysis 
through industry in the carly weeks of the year. Thus, although it is true that 
the change in monetary policy has been a dominant influence upon the domestic 
banking structure during the year—-ove tshadowing even the dollar crisis, in 
its purely banking effects the year’s crises have reinforced and consolidated 
the monetary consequences of this change in policy y. 

The repercussions of the fuel and dollar crises upon monetary policy and 
money-creation were exerted in two ways. First, they quickly demonstrated 
beyond all doubt the unwisdom of further efforts to boost gilt-edged by 
pumping in supplies of new money. With the possible exception of the opera- 
tions associated with the redemption of Local Loans in the early days of the 
year—it will be noted that in January, 1947, true bank deposits failed to show 
their usual seasonal fall--there was not at any time any recourse to the tech- 
niques of gilt-edged manipulation so actively pursued in the previous year. 
Indeed, the extent of the first crack in the gilt-edged market was very largely 
attributable to the fact that the authorities made no attempt to counter the 
effects of the “ liquidity "’ sales precipitated by the industrial shut-down. In 
consequence, Mr. Dalton's protestations that ‘ 2) per cent., and not any 
higher rate’ was still “‘ the appropriate long-term rate ”’ entirely lost their 
power to influence the market ; and a few months later even the Chancellor 
was expressing concern for the level of floating debt. Thereafter-——in June, 
and again in August and September-—-the authorities gave some support to 
the gilt-edged market at the moments of greatest pressure ; but these opera- 
tions, like the preparatory measures in December before the issue of Transport 
Stock, were certainly never designed as a means of attempting to change the 
underlying trend, nor were they large enough to involve any important creation 
of new money. 

The second way in which the crisis has affected the domestic banking 
situation was more direct in its operation. The accelerated drain on the dollar 
credits, when capital withdrawals were added to the strain imposed by Britain’s 
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own external deficit, provided the Exchequer with a rapidly mounting volume 
of external finance, and in consequence reduced its need for domestic finance 
for the normal budgetary and extra-budgetary purposes. The mechanics of 
this process are by now well unde rstood: the dollars which the Tre asury 
drew from the American and Canadian credits were sold by the authorities 
for sterling, cither to importers in this country (including Government Depart- 
ments) or to overseas holders of sterling who were re quiring the conversion of 
their balances into dollars. Hence the Exchange Account, the first recipient 
of the sterling, found itself in possession of additional resources available for 
lending to the Exchequer—just as it does when it sells gold or dollars from 
its own stock, as it is now doing. 

The relief for the domestic financial position in consequence of these 
operations was, however, much less than might have been expected, and in 
the first half of the year was barely discernible. During the first quarter, the 

easonal decline in net bi _ deposits had actually been slightly less than in 
the corresponding period of 1946, amounting to only £57 millions (against 
£65 millions). And in the proce quarter, when the Sina drain on the 
credits first became really pronounced, the downward trend of deposits was 
reversed. In May, it is true, they had shown their first genuine and non- 
seasonal decline since before the war; but for the whole quarterly period 
there was an increase of £64 millions (in cortrast, however, with one of no 
less than £266 millions in the second quarter of 1946). An expansion of deposits 
in the early months of the financial year is, of course, a normal occurrence ; 
but this was the time when Mr. Dalton was boasting of his record Budget 
“ surplus ’’, and even though most of this derived from purely nominal receipts 
and the “‘ clawing back ”’ of unspent votes for which the Budget had provided, 
there still was a modest true surplus. Moreover, below-line expenditure at 
this stage was not large. 

In the circumstances, it might have been expected that the heavy reliance 
upon external finance—the quarter’s dollar drain amounted to £200 millions— 
would have enabled the Treasury to make large repayments of indebtedness 
to the banking system. In fact, throughout this period the banking se 
persistently showed the same anomaly which caused so much controversy i 
1940. That is to say, analysis on the now familiar lines indicated that the 
Treasury’s net borrowings from the banking system were much larger than its 

visible requirements as indicated by detailed scrutiny of the Exchequer returns. 
In 1945-46 the comparable discrepancy was largely attributable, directly or 
indirectly, to acquisitions of gilt-edged securities ; but, in view of the change 
in the official tactics in the gilt-edged market, this obviously was not the 
explanation in 1947. Yet the true explanation seems to be similar, in principle, 
to that of 1946. 

[t appears that, in this first stage of the “ convertibility ’’ run upon Britain's 
dollars and of the drawing-down of sterling balances, a high proportion of the 
overseas sterling which was being liquidated had been he ld, not in the form 
of bank deposits, but in Treasury bills or short-dated bonds. In consequence, 
the holders of this sterling could not get cash wherewith to pay for the dollars 
or “ unrequited ’’ exports which they were buying unless they first sold the 
securities in which the sterling was held. When the funds were held in tap 
Treasury bills, it was obviously the Treasury itself which had to provide the 
cash ; and it may be surmised that, in some cases at least, the same was true 
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even when the holdings took the form of short bonds—for, in the conditions 
of the time, the authorities obviously would not have wanted these to be 
thrown on the market. It seems probable, therefore, that throughout this 
period a significant proportion of the dollars drawn from the credits were sold 
by the authorities, not for cash, but simply in exchange for various types of 
short-dated Government paper. 

This interpretation of the otherwise puzzling banking trends in the first 
half of the year is reinforced by the experience of the ensuing three months. 
In July and August, when the run on sterling reached its height (and when it 
may be presumed that a much higher proportion of the funds withdrawn had 
been held in cash or in securities which were then realized in the market) the 
disparity between the banking and Exchequer figures virtually disappeared. 
In September, moreover, the hidden factors began to work in the opposite 
direction : the decline in net bank deposits in that month, instead of being 
less, was actually larger than the Treasury’s visible needs for finance would 
have led one to expect. It was in the third quarter of the year, therefore, that 


TABLE [I 
EIGHT YEARS OF CREDIT EXPANSION 
CLEARING BANKS: CHANGES IN ANNUAL PERIODS 

(£ millions) 
1940° 1941 1942 1943 1944 1945 1940 1947 
Deposits oe o. 555 529 299 + 403 - 513 tT 305 t+ 930 + 249 
Ti - posts , 506 500 + 280 + 386 + 5r9 291 + 779 + 243 
Gm; or $2 24 32 78 + 36 - 37 2 
Mon Iki. As 3 iil 27 56 62 276 421 - 231 
Call Money li 17 I 9 48 54 - [80 48 
31 14 O4 20 65 {4 223 241 183 
VIN.S 304 #45 13 pit 300 144 30 -272 
In idva 93 I2 } 22 130 359 - 281 
nvestment 172 22 122 33 It bo 193 50 
es > 79 Qo 34 30 Il Ol 100 225 


* Sixteen months to December 31. 


the trend of deposits was in most marked contrast with the previous year’s 
experience ; the increase was a mere {10 millions (against £288 millions). 

Unfortunately the summer’s improvement in the trend of deposits was 
lost in the fourth quarter, when the resumed expansion began to approach the 
scale of the cheap money period. This rather disappointing movement was 
primarily attributable to abnormally heavy Treasury expenditure for ‘‘ below- 
line ’’ items—especially the disbursement of war damage “ value ’’ payments 
(totalling nearly £125 millions by the year-end), post-war credits and redemp- 
tion of Defence bonds at maturity. A subsidiary influence during this period 
was the reduction in the dollar drain ; but a contrary factor, from the point 
of view of Exchequer demands for nnance, was the heavy reflux of currency 
from circulation. 

These various calculations of the effects of Governmental finance upon the 
banking position take full account, of course, of the expansion which resulted 
from non-Governmental demands ; and, for this purpose, since there was no 
tap issue of securities during the year, it is assumed that increases in bank 
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investments represented purchases from the public as distinct from the 
Government. On this assumption, the amount of credit created during the 
year for non-Governmental purposes reached very large proportions. B ank 


advances rose during the year by £225 millions, or by £59 millions more 


than their expansion during 1946. The acceleration was most marked in the 
second quarter of the year, when the additional demands were no less than 
{97 millions. This movement probably reflected the aftermath of the fuel 
crisis, for although, contrary to general expectations, the acute phase of 
industrial paralysis had no discernible effect upon demands for bank accommo- 
dation, the succeeding months were marked by increasing accumulations of 
uncompleted industrial work-in-progress in consequence of bottlenecks in 

key '’ components and materials. The expansion of advances business in 
the second half of the year was much less pronounced, partly, no doubt, as 
a result of the repayment of personal loans and overdrafts out of proceeds 
of war damage moneys. 


PanLce I] 
CLEARING BANK LIABILITIES 
(£ millions) 
7 DEPOSITS a \CCEPYANCES 
Ii ISé lacrease ETc 
4¢ Dec iI hee te) 1Q45 194 194 IQ47 ice 1938 1949 047 
Barclays e209. 2 oOO8.0  ELTZI 124 ) o.5 rgi mh La ya) 
Lloyds ggT.9 867.5 1012.9 1071 5.8 173 37-3 52 
Midland 408. 3 050. f241.2 127%.9 3-0 173 52.8 aa 
Nat. Provincial 05.3 Or1g.4 720. 3 754 3.9 I 37 19.5 23.6 
Westminster 345.4 642.4 776.2 4O1 y.2 130 5 35. 
Martins ».1 282.7 253.1 271.9 7.4 a4 14.5 a 
District $2.1 174.3 -10 212.4 0.8 159 4.0 b.5 
W. Deacons ah B75 $4.35 4.0 100.7 2.0 i184 ‘* 4.3 
Glyn Mills oe 32.4 7-9 3-9) 3-9 Vil 97 3-5 5-7 
Coutts , ia 23.0 41.4 [2.§ 40.0 5.6 T10 ‘2 t.s 
National . ‘ 36 61.0 07.4 70.5 4.6 9 0.3 O.4 


* Weekly averages for December 


Despite this deceleration, the advances total had been raised by the year- 
end to some {200 millions above the highest level—in terms of money — 
ever reached before the war. The pre-war peak was surpassed as early < 
February last. Even so, at £1,206 millions, bank advances probably represent 
in real terms a smaller volume of finance than they did at the lowest point of 
the slump between the wars. And, of course, the ratio of advances to deposits 
bears no comparison to the figures which were customary then, when 40 per 
cent. was regarded as an abnormally low ratio. Now the banks are congratu- 
lating themselves upon the restoration of the ratio to a mere 20.3 per cent. 
compared with 17.4 per cent. a year ago and 15} per cent. at the worst point. 

Necessarily, the bigger rise in advances has coincided with a deceleration 
in the growth of investment portfolios. The year’s increase in these amounted 
to {56 millions---a movement which is a sufficient answer to those who too 
re adily assumed that the banks played a significant part in the waves of pressure 
which from time to time overwhelmed the gilt-edged market. In all the circum- 
stances, it is surprising that the increase has been so large. Obviously, as 
huge holders of gilt-edged, the banks cannot protect themselves against depre- 
ciation by selling in anticipation of a further fall in the market ; but, given the 
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combined influence of the risk of depreciation and the pressure of demands for 
advances, it might have been expected that the further expansion of portfolios 
would have been negligible. As it is, the aggregate of investment holdings now 
stands at {1,483 millions, rather more than two and a half times its pre-war 
level, although the ratio to deposits at 25 per cent. is actually a little lower 
than it was in August, 1939. 

This large increase in the main “ earning "’ assets, coming at a time when 
deposits were rising only moderately, has necessarily been accompanied by a 
decline in the liquid assets—including Treasury deposit receipts, which are 


TABLE III 


MAIN EARNING ASSETS 
(£ millions) 
Cc INVESTMENTS Saito co ADVANCES a 
fucrease licrease 
41 De 1935° 1940 1O4 1947 1935 1O46 1947 1 1947 
% Mo 
Barclay > ‘ a y$.4 278.9 297.1 0.5 197.0 198.0 242.4 22.4 
Lloyds 109.9 273.8 282.5 ae 163.5 {42.6 92.2 34.9 
Midland ; 122.0 282.0 289.2 -2 207.4 219.6 269.3 >2.6 
Nat. Provincial $4.0 159.0 150.3 139.4 154.6 t8s.2 19.8 
Westounste! 152.2 {95.3 205.0 0.5 133-4 f3t.4 149.2 3.0 
Martins 35.1 65.3 72.0 0.3 43-5 $5-4 57.1 .. 
District 29.3 67.7 71.3 ; 31.1 30.0 27.8 26.0 
W. Deacons 1r.6 31.9 32.9 ee 14.4 14.9 Ig.1 S32 
Glyn Mills 10.7 22.3 21.6 a.9 g.0 .3 14.6 9) 
Coutts .o 18.3 18.3 Nil 9.3 y.9Q 9.4 5 
Nations! P42 29.5 31.0 ‘3 7.1 1O.1 19 2.0 
* Weekly average tor December. 
Paste IN 
LIQUID ASSETS 
(g millions) 
Cash Ratio Call Money Discounts PDR 
4i De 1940 1949 140 194 1940 1947 1940 14 
/ oO; 
o °o 
Barclays 15 8.66 67.3 vo 150.0 00. 4 339.0 79.0 
Lloyds 9.19 v.50 64.3 g.2 115.1 148.2 74.0 30.0 
Midlard S85 4.49 73.3 "a - 166. 3 209.4 354.0 292.0 
Nat. Provincial! 9.29 S45 62.3 6.4 55.0 53.5 200.5 1606.0 
Westminstet 8.28 7-90 75.8 go.o 03.0 $2.6 17.5 i8so.o 
Martins 8.85 9.09 20.0 22.9 18.2 25.8 75 50.0 
District S92 -435 10.3 11.9 21.4 24.5 59.0 $5.5 
W. Deacons £3 ¥.68 1:4 i2.1 0.1 b.6 rie 22.5 
Glyn Mills 3.34 7.97 13.5 10.0 Pa bea 7.0 0 
Coutts 7 5 7.90 is 9.6 ine) 1.5 6.5 5 
National Y.70 8 or 10.9 1¢.0 0.9 oO 1.0 ? 
/ 3 


usually conventionally 
resources had been more than double that in investments and advances, 
although these rose by no less than £359 millions ; but last year the expansion 
of {281 millions in advances plus investments was actually almost £40 millions 
greater than the increase in net deposits. 
millions (because the banks approached more closely to their new 8 per cent. 
target ratio), so that the remaining assets—call money, bills and T.D.R.s 

dropped on balance by £41 millions, reducing their ratio to deposits from 
45.7 to 43.1 per cent. This ostensible decline in liquidity obscures, however, a 


freasury bills included with call money 


so described. 


In 1946, the increase in the banks’ 


Cash holdings rose by only {£2 
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significant increase in the real flexibility of the banking structure, for very 
important changes, from the technical standpoint, occurred i in the distribution 
of these assets. 

The authorities found large opportunities for the exercise of their post-war 
policy of shifting the emphasis of their floating debt borrowing gs from T.D.R.s 
to bills. Not only was the whole of the reduction in the ‘ ‘active’ ’ part of the 
debt concentrated upon T.D.R.s, but there was, in addition, a switch of 
approximately {100 millions from T.D.R.s into tender bills. The increase 
in the active bill issue was a good deal smaller than occurred in 1946, but 
the whole amount was secured by the discount market and thus, subject to 
the vicissitudes of short loan conditions (stringency compels the market to 
re-sell bills to the authorities), became available for the banking system. 
The effects upon the banks’ liquid assets structure were very marked, especially 
in the first quarter of the year, when money market assets, contrary to all 
seasonal rules, rose very steeply—by {£151 millions—while T.D.R. holdings 
dropped by no less than £243 millions, a quarterly rate of decline only surpassed 
in the last three months of 1945 when the first salvos of the cheap money 
offensive were stampeding funds into Savings Threes. Hence the ratio of 


TABLE V 
CLEARING BANK AGGREGATE FIGURES 
(£ millions) 


At December 31 Average of Months 


1935 TO40 LO47 [G35 1940 1947 
Veposits 2253-9 5005-4 5934-5 2277 5097 5650 
Ne 8) sits : 2155.0 9439.7 5002.1 2217 $932 5493 
Cash 243-4 199-4 501 241 523 474 
Money Market Asset soy .5 1042.3 L272. 43! 757. —s«1172 
Call X 50.5 $31.9 j ) {51 300 450 
Bills fs — 250.3 O10.4 a. 2 250 $57 722 
I Dene Xe i 1559.5 12 oO 1492 I 305 
! \dva s I I {07 26 1013 2233 2581 
- a $27-0 p52 653 1345 1474 
) UO 0.2 5.¢ Ort SSS 1107 

\fter deducting items in course of collection 


money market assets to deposits was quickly raised to over 20 per cen ., its 
highest level (except for the period in 1940 before the T.D.R. system got into 
its stride) since 1937 and approximately the proportion customary during the 
thirties. There was some reversal of the switching movement in the second 
quarter, but it was strongly resumed in the third quarter when the effects of 
the dollar drain both enabled the Treasury again to repay T.D.R.s and tended 
to reduce non-market competition for bills at the tenders. 

In the last quarter, however, the seasonal increase in the tender issue was 
less pronounced than usual, despite the fact that the war damage payments 
and other below-line outgoings involved a sharp increase in Treasury bor- 
rowings. These were financed by T.D.R.s, a procedure which has evoked 
some complaints from the discount market, especially as the shortage of T.D.R. 
maturities in the current “ revenue’ quarter is forcing the bill issue to bear 
the brunt of the seasonal repayments. Yet the year’s increase in the banks’ 
money market assets was {231 millions, which is not bad going for a period 
in which their total holdings of floating debt and call money dropped by 
£41 millions. Thus the year’s decline in T.D.R. holdings amounts to £272 
millions, and the ratio to deposits has fallen from 27.4 per cent. to 21.7 perf 
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cent., which contrasts with over 41 per cent. at the peak in 1g45—-since when 
the aggregate holding has been reduced by no less than £706 millions. 
The effect of f these \ various changes has been to produce a distinctly more 
favourable disposition of assets from the standpoint of bank earnings. A 
moving picture of the year’s trends is not, however, a reliable guide to changes 
even in gross earnings. For this purpose, it is necessary to look at the averages 
for the year as a whole, compared with the averages for previous years. These 
are shown in “ee V, from which some interesting, and perhaps unexpected, 
changes emerge, It will be noted, first, that despite the slackening of the rise 
of deposits a the year, the increase in the year’s average, at 10.8 per 
cent., Was actually larger than in 1946 (when the rise was 8.4 per cent.), because 
the banks had for the first full year the benefit of the large additional resources 
created by the 19460 cheap money drive. Secondly, the accelerated rise in 
advances was much more marked in the averages than in the net changes 
from year-end to year-end. Thirdly, the growth in average investments was 
a good deal larger than the relatively moderate additions to portfolios during 
the year might have led one to expect. In consequence, not only did the banks 


raBLe VI 
PROFITS AND APPROPRIATIONS 
(£ 000’s) 
Contingencies Reserve Fund 
Net Profits Dividends Premises and and 
Rate °% Net Cost Pensions Carry Forward 
1940 147 1940-47 i940 1947 1940 1947 1940 1947 
Barclays .. en 1076 1635 14 1146 1140 514 500 yas - 8 
Lloyds acl 1583 1630 12 988 988 100 150 195 197 
Midland .. .. 1987 2003 16 1334 1334 630 050 23 19 
Nat. Provincial .. 1331 1348 15 782 2 250 550 299F 16 
Westminster - 1307 1301 1s 355 855 500 500 12 30 
Martins .. : 7090 712 15 343 343 300 300 60 69 
istrict ; ; $57 504 154 286 286 195 220 7 er 
W. Deacons 239 247 12} 129 129 100 Nil 10 115 
* {1,000,000 transferred to Reserve Fund by ap} propri: iting £750,000 from War Contingencies 
provisions no longer required and £250,000 irom undivided profits carried for ward into 1946 
accounts thus raising the reserve to 412,250,000 
t Plus £270,584 from internal reserves, raising Reserve Fund to £10,000,000. 


throughout the year have the benefit of an abnormally large addition to their 
disposable resources, but a high proportion was employed to the most remunera- 
tive forms. Of the £531 millions of additional net deposits which were con- 
tinuously employed throughout the year, some 41 per cent. went into advances 
and 24 per cent. into investments. Of the year’s total average deposits, 45.5 
per cent. was employed in these two forms, compared with 43.8 per cent. in 
1946 and 41 per cent. in 1945. Against this, the only offsetting movement 
was the loss of the § per cent. in gross earnings which resulted from the switch 
from T.D.R.s into bills and call money. 

There is no doubt, therefore, that the year’s gross earnings were very 
largely increased, for the average rates earned on investments and advances 
were probably not signific antly reduced. Moreover, income from confirmed 
credits and other services in connection with overseas trade must have expanded 
considerably. Unfortunately, there were three important contrary factors— 
the continued steep rise in administrative expenses, the heavy burden of the 
increased profits tax, and the depreciation which had to be carried on invest- 
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ments. The salaries bill this time has had to shoulder the full year’s charge for 
the ‘‘ consolidation "’ increases effected in 1946; there has also been a further 
cost-of-living bonus ; and the banks are becoming increasingly concerned at 
the rising annual charge for pensions—quite apart from expansion of general 
administrative costs. “If investment depreciation and increased taxation are 
brought into account, the debit items probably absorb at least the whole of | 
the growth in gross income—-but, of course, to the extent to which the invest- | 

ment portfolios comprise relatively short-dated maturities, it is not reasonable 


to throw the whole burden of depreciation on to a single year’s profits. Presum- tl 
ably, the banks have not done so, for six out of the seven largest institutions, " 
as Tables VI and VII show, have each announced larger net earnings than in t 


1946. The differences between the movements of published profits of individual 


banks are slightly larger than in 1946, but it would be unwise to assume that b 

there have been parallel changes in true profits. The incidence of investment st 

depreciation will have varied considerably, and there are likely to have been a 
even wider differences in the accounting methods of providing for it. It is 

n 

TABLE VII fu 

‘BIG FIVE” PROFIT COMPARISONS th 

Change a 

1943 144 1945 1940 1a7 n 1947 e 

/ d r ‘ 4 » 4 it 

Barclays 1,554,114 973,352 1,749,504 1,070,403 1,637,700 - 2.3 ey 
Lloyds 1,515,002 1,055,400 1,029,959 1,553,175 1,035,012 3-3 

Midland . ,984, 396 2,035,274 2,050,274 1,937,145 2,002,570 0.5 pl 

Nat. Provincial 1,250,395 ,270,070 1,350,025 1,331,071 1,347,929 1.3 be 

Westminster I 347,51 1,306,907 1,405,502 1,306,622 1,391,076 1.8 07 

7,087,722 3,004,003 5,155,444 7:944,422 5,014,593 r 0.9 te 

aeniee — he 

; — th 

significant, however, that there has been a general increase in appropriations to a 

contingency accounts. ol 

Because of these additional uncertainties about the meaning of published as 

profits, no formal comparison is presented this year of “ grossed-up ”’ profits - 

e. hypothetical profits before taxation, obtained by adding back to published | a 

profits the presumed charges for income-tax, N.D.C. or Profits Tax calculated ah 

at the standard rates for the year). But it should be emphasized that, since je 

the banks did not become liable to E.P.T. (and during the war-time years, re] 


therefore, paid only N.D.C. at 5 per cent.), the increase in Profits Tax (N.D.C. 
re-named) for 1947 to 10 per cent. on undistributed profits and 25 per cent. 
on distributed profits, has imposed a large burden by comparison with 1 off 
lished profits. Purely for the purpose of indicating its order of magnitude, 1 


u 

may be noted that the cost of the increase in the tax appears to be pasarene ce a 
to more than ro per cent. of the year’s aggregate profits of the Big Five, | th 
grossed-up on the usual arbitrary assumptions. On the same assumptions, wet 
the “‘ gross "’ profit is 31 per cent. above its 1939 level and 21 per cent. above | de 
ss lov 
fea 

wh 

The year’s working of the discount market will be surve yed 1 ina subsequent | a. 
issue, but the profit statements and balance sheets of the “ Big Three ’’ com- prs 


panies are summarized in a table which will be found on page 119. 
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Changes in Hire- purchase Finance 
By Harold Cowen 


NEVITABLY, the structure of instalment selling and hire-purchase finance 

which had been built up before 1939, especially during the ‘thirties, was 

subjected to wholly abnormal stresses in the early years of the war. Now 
the whole system is expanding afresh, although on lines which so far have been 
rather different from those which had become familiar before the war. It is 
too soon to be sure that these differences will outlive the conditions of the 
“ sellers’ market ’’ from which they mainly derive, but some intriguing possi- 
bilities are already beginning to emerge. To assess the prospect and to under- 
stand the effects of the war, it is desirable to consider recent developments 
against the pre-war background. 

Until after the first World War, the middle classes, with good reason, did 
not regard hire purchase as respectable. Although instalment purchase of 
furniture, in particular, had become fairly widespread in the early years of 
the century, it was a matter to be concealed. Convention had more or less 
endorsed the working-class practice of spread-out weekly payments for such 
items as sewing machines, pianos, and bicycles. The system generally, how- 
ever, was in bad odour, partly because of the often ruthless nature of hire- 
purchase contracts which hard- -up innocents were induced to sign, and partly 
because “‘ easy payments ’’ became almost a synonym for shoddy and heavily 
over-priced goods. At times, the gentle art of trapping purchasers into a 
technical default, as a means of obtaining free repossession of goods which 
had been all but fully paid for, became a popular activity for the “ spivs ”’ of 
those days. There was indeed a wide gap between instalment purchase in the 
sense in which it was understood and suffered by the retail buyer, and the 
older well-established forms of credit relationship between manufacturers and 
users of capital goods, as typified by the long-standing arrangements for 
railway wagons. In this latter field the obvious conditions of financial sense 
were present naturally—the goods were durable earning assets, the hirer 
always had the wagons virtually within call, he found remunerative employ- 
ment for excess liquid resources and pre-empted both repair work and 
replacements. 

The development of the mass consumer market between the wars, and in 
particular the expansion of both private and commercial motoring, clearly 
offered the opportunity for large extensions of consumer finance. A vast new 
public had earning power above the bare necessities of existence, but lacked 
capital. When, the refore, the now familiar national advertisers arrived on 
the scene—in the furnishing trades, the names and slogans of several have 
long been household words—they did not find it difficult to penetrate into the 
drawing rooms of Suburbia. Extended instalments (often up to three years), 
low initial payments, and a somewhat liberalized form of contract were the 
features of several consumer drives. Under these arrangements, the buyer 
who failed to stay the course usually had a right to retain what he had paid 
for. That was an innovation which gave a comfortable feeling to the middle- 
class man: but those who actually had resort to the protective clauses were 
usually shocked to find how little their past payments represented in terms of 
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furniture, after the “service charges "’ had been deducted. A heavy ratio of 
broken contracts and high costs of publicity and administration could only 
mean that hire-purcl hasers paid at least correspondingly for their credit. 
Some of the older stores resisted hire purchase for such reasons, but eventually 
most of them were obliged to protect their cash sales by offering some form of 
instalment facilities, generally the type sometimes known as “ credit sales ” 


The whole movement also derived momentum from the half-groping 
economic case for consumer credit—from the argument for inducing an 
‘anticipation of savings’’ in a time of persistent under-consumptior and 
unemployment. The United Dominion Trust, Ltd., was formed in 1919 and 
made public in 1925 with the general object of furthering acceptable types of 
instalment finance and other forms of credit beyond the normal range of 
existing financial institutions. In 1930 official blessing was given in practical 
form by the Bank of England, which took a substantial interest in the share 
capital. This, in turn, put the arrangements of the hire-purchase finance 
companies for their own financing on a sure footing with the money market. 
In 1937-38, the object achieved, the Bank disposed of its interest. Meanwhile, 
other developments emphasized that consumer finance, conducted by institu- 
tions org ranized for the purpose, was becoming, for its own sake, a specialized 
arm of the national financial system. The manufacturers, manufacturer- 
retailers or retailers had, from the outset, adopted hire-purchase practices 
rather unwillingly, presumably as an aid to sales. The incentive to employ 
reserves of money and administrative effort in these directions was not really 
the rate of interest which might be earned, but the return in sales volume. 
In fact, the demands made by a growing hire-purchase trade on the financial 
resources of a business tended to become a serious handicap to commercial 
expansion, and reduced the overall earnings on capital employed. On the 
other hand, the amount purchasers were prepared to pay for credit represented, 
from the standpoint of a financial institution, a high vield—attractively high 
in relation to the average risk. Increasingly, therefore, the financing tended 
to become a specialized function, performed by specialist finance houses. 

A number of institutions, including the United Dominions Trust, British 
Wagon, North Central Wagon, Olds Discount, United Motor Finance, Mutual 
Finance, Mercantile Credit, ese gnaw were formed or developed from 
smaller beginnings to meet the need and to exploit the opportunity. The hire- 
purchase agreement is a form of bailment under which the bailee may buy 
the goods. To enable the seller to recover the goods in the event of a default 
on instalments, the agreement is cast in a form which constitutes a hiring with 
the provision that the goods become the property of the “ buyer ” on payment 
of the last instalment. Property in the goods does not pass until theu. Under 
the credit sale agreement, property actually passes at the outset, but the 
seller has the right to re possess the goods in the event of default. This latter 
form of consumer credit has been developed by the finance houses because 
they have no interest in recovering goods as such. The basis of their operation 
is to finance the purchase of goods in such circumstances as regards initial 
payment and length of instalments that the human instincts of the purchaser 
will induce him to strain every nerve to fulfil his commitments. 
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The larger finance concerns, however, generally handle all kinds of business 
using whatever credit methods are appropriate to each class of merchandise. 
Their aid may be provided by discounting bills for the retailer on the security 
of a batch of hire-purchase or credit sale agreements between the retailer and 
his customers. The finance house may then tap the central pool of credit by 
itself drawing on a London accepting house under an acceptance credit secured 
on the underlying agreements. The paper is then readily rediscountable in 
Lombard Street, because it is “‘ clean ’’ paper and bears a first-class name in 
addition to that of the finance house itself. 

Where this ‘“‘ block discounting ’’ arrangement is — as between the 


finance house and trader, the primary risk is borne entirely the retailer, so 
that the money cost of the accommodation to him is at a minimum. He retains, 
as it were, the equity interest in his own contracts. Another customary form 


is for the retailer to sell the property in the goods to the finance house for a 
proportion of the retail selling price. Under this arrangement—the direct 
collection method—the retailer often thus escapes from the transaction 
altogether, and the finance house assumes responsibility for pursuing the 
customer for instalments. 

Although there was a marked improvement in deferred payment practice 
during the thirties, over the whole field of consumer finance serious abuses 
continued to flourish, and there was widespread support for Ellen Wilkinson’s 
Hire Purchase Bill of 1938. In the event, the Act fell a good deal short of the 
original hopes and intentions of its sponsors, who, on close examination of the 
particular circumstances, encountered the usual difficulty of curtailing sharp 
practice without unduly hampering legitimate business. For example, with 
the object of letting the buyer know what his credit was costing, the Act stipu- 
lated that the cash price of articles must be stated. But even this safeguard 
proved ineffective in the type of transaction at which it particularly aimed. 
The manufacturer-retailer who sought a profitable hire-purchase market simply 
put a high cash-price label on the goods without caring much whether any 
were in fact sold for cash. 

However, certain valuable safeguards were secured against some of the 
grosser swindles. Under the Act, all hire-purchase agreements are deemed to 
contain conditions concerning possession of the goods, as well as a warranty 
that they shall be “ reasonably fit’ for their advertised purpose. Most 
important, after one-third of the price of the goods has been paid, the seller 
cannot enforce a right to recover possession otherwise than by an order of the 
court, and if repossession is secured the buyer is entitled to recover sums 
already paid. The effect, therefore, is to give the seller a strong incentive to 
leave the goods in the hands of the purchaser and to concentrate his efforts 
upon collecting the instalments. He cannot find an easy way out of a contract 
with a weak de -btor merely by claiming the goods. 


k 


Having regard to the enormous increase in instalment finance in the pre- 
ceding twenty years, the movement, as a whole, weathered the outbreak of 
war rather well. The chief casualties were among the retail traders who had 
made a set at deferred payments business and w ho were carrying the equitable 
tisk in their own contracts. The better managed financial institutions came 
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through shaken but safe. Most of them had deliberately adopted a policy of 
wide diversification of risks both as regards nature of merchandise and type 
of contract, and also geographically. The character of the upheaval of the 
civilian population certainly provided a testing situation for mass consumer 
contracts such as those for radios, furniture, etc. Mobilization, evacuation, 
and all the aspects of deployment for war struck at the very foundation of 
instalment purchase. At this early stage in the war the position was also 
undermined by the contraction in retail demand, which exhausted the residual 
value of the right of repossession as it emerged from the 1938 Act—-a residue 
still further whittled down by the Courts (Emergency Powers) Act, 1939, and 
the Liabilities (War Time Adjustment) Act, 1941 and 1944. Anyway, reposses- 
sior of goods in the conditions of 1940 amounted, even in the best cases, merely 
to assumption of a liability for storage ; there was no immediately saleable 
asset. Many retailers were obliged to default or delay in instalment credit 
commitments, and this in turn led to the suspension of operations by some of 


TABLE | 


INSTALMENT PURCHASE FINANCE 


EARNINGS ON Eguity CapiITrat oF PuBLIc COMPANIES 

United United North 
Year Dominions Motor Olds Bowmaker Mutual Mercantile British Central 
ending Trust Finance Discount Finance Credit Wagon Wagon 
(1922) (1g21} (1926) (1927) (1927) (1934) (1869) (1861) 

oO 0 oO o o ° © 

o Vv /o 0 /o % /0O % 

1937 40.1 7-6 23-9 22.3 {5-1 27.1 38.4 20.9 
1938 28.2 6.0 15.6 21.3 10.7 29.6 35-2 21.2 
1939 26.3 8.2 2-9 5-0 Nil 16.3 34.1 19.6 
1940 4-0 Nil 2.2 Nil es Nil 21.2 4-9 
rQ4ql Nil 6.2 5-3 21.5 8.8 
1942 5-7 5-9 44-5 9.0 
1943 , 47-2 4-5 be 40.5 11.5 
1944 0.9 13-4 28.2 I.2 2.1 50.4 14.4 
1945 0.3 o.1 37-0 9.9 2.6 02.35 24-5 
1O40 10.5 1t.7 40.0 21.4 2.5 4-6 61.5 17-4 
04 14.1 2.9 , 32 .¢ 31.5 18.1 24.8 


Conditions gradually improved, however, 





the smaller private finance concerns. 
and a large proportion of the evacuated population returned to the industrial 
areas, enabling traders to re-establish contact with their hirers. 

The crisis was greater than was revealed by the number of troubles which 
actually came into the open. But in the long run the position was relieved by 
the growth in incomes, which floated off innumerable weak debtors. In the 
longer run still, quite considerable numbers of accounts written off or lost 
sight of in the general turmoil have revived and been paid off in the last three 
years. Many shaky positions which were renegotiated in the early days of the 
war were duly liquidated. As supplies of goods became shorter, some of the 
retail houses which had had goods thrown back earlier found themselves in a 
position to resell for cash at a book profit. In the later years of the war re- 
possession became unknown. 

These were some of the eddies from the pre-war contracts. After the almost 
complete cessation of instalment purchase arrangements at the outbreak of 
war, there was a pause for a few months. By the middle of 1940 there were 
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signs of a revival in turnover and, as the threat of invasion receded, an 
increasing demand for facilities made itself felt : 

- many thousands who were previously unemployed are now earning 

good wages, and probab nly for the first time in their lives able to purchase 


useful articles... .''* 
The course of events is well indicated by the trend of earnings on equity capital 
of leading companies ; this is shown in Table I. 


In the sphere of capital goods, from the outset of the war, there was need 
of finance by contractors and other manufacturers. Although the Supply 
Departments, in conjunction with the banks, had arrangements which covered 
a large part of the field, there was considerable scope for the financiers in 
giving medium-term support to many firms which clearly had only to increase 


TABLE I] 


GROSS CURRENT ASSETS (INCLUDING PARTICIPATIONS) 


(£'000’s) 
Change 1946-7 
1938-0 1044-5 1045-6 1046-7 compared with 
1938-9 
United Dominions Trust (c) .. 9,704 4,085 5,481 8,190 1,505 
june 30 
United Motor Finance he 1,347 672 Soo 1,249 ag 
March 31 
Olds Discount... , bes 718 1,105 1,240 2,055 1,340 
December 31 
Bowmakers (c) ~ er ‘£33 Fa%2 2,a50 3.145 1,187 
October 3 
Mutua! Finance hs : M4 320 400 7Q9 25 
September 50 
Mercantile Credit — =a 3,343 ovy4 1,866 3,881 738 
Septe mber jo 
british Wagon ‘ ig 2,131 1,620 2,592 3.1465 1,014 
December ji 
North Central Wagon... sia 2,286 2,220 2,089 3,405 1,l!a 
June 30 
Poral ‘ ; 24,545 12,084 18,726 25,881 1,330 
“¢ ol 1938 49.3 ) 105.0%.6 5 - Oe 


¢) Consolidated figures 


production to find a place, directly or indirectly, in the war effort, or which 
were at least serving purposes compatible with it. 

Obviously, production of consumer goods in general did not satisfy these 
conditions, and as demand for finance facilities in this field showed signs of 
strong revival, the hire-purchase movement had to be brought under control. 
Obviously, too, regulation could be effectively applied only to price-controlled 
goods. In these, unless specific provision was made in the price-control order, 
there was no apparent way of remunerating any extended credit service 
(because such remuneration would generally have involved a charge in addition 
to the legal maximum price). In this indirect way, therefore, the hire- -purchase 
position was disciplined by Orders made under the Goods and Services (Price 





* Mr. heieits Ma assey, Chairman of Olds Discount. 
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Control) Act, 1941. At the beginning of 1943 the situation was brought within 
the scope of the Defence Regulations and a series of Orders was made which 
specifically prohibited hire-purchase and credit sale arrangements, subject to 
stipulated exceptions. The general exceptions were (1) goods covered by price 
control Orders where specific provision was made for credit charges, and 
(2) old contracts renegotiated for a longer term or in respect of war damaged 
goods. The specific exceptions were motor cycles and accessories (including 
tyres), pedal cycles and tricycles, sewing machines, carpets and other floor 
coverings, wireless sets, domestic cooking appliances, and deaf aids. 

No further exceptions were made until after the war, when Orders, in the 
same series, were made under the Supplies and Services (Transitional Powers) 
Act, 1945. In 1946, water-softeners, domestic refrigerators, gramophones and 
radios, musical instruments, cash registers and office machinery, hand tool | 
kits, and hair-waving machines were added. Then, in June, 1947, the series 
of Orders under the war and transitional powers was revoked and the position 
was brought under the Goods and Services (Price Control) Act, 1941, by two 
new Orders (S.R. & O., 1947, 1194 and 22I¢), which are now in force. Goods 
not subject to price control and some price-controlled goods mentioned above 
remain outside the scope of these Orders. The charges that may be made for 
credit facilities for price-controlled goods which are within the scope of the 
Orders are divided into those for short-term credit sales, and for hire purchase 
and long-term credit sales. In both types a minimum deposit of 12} per cent. 
is prescribed. In the former, which covers a credit period of from four to eight 
months, a maximum charge of 3? per cent. of the difference between the initial 
deposit and the cash price is allowed. In the longer term agreements—from 
nine to twenty-four months, the maximum permitted term—the permitted 
addition is up to 20 per cent. 


oF C& tel hel om 66 8s & (oh he om em lt mm ces kc aes ck 
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Since the war a strongly rising demand for facilities has made itself felt. 


In the retail field instalment purchase is still well below its pre-war money H 
volume, although, as Table II shows, there has been widespread evidence of VI 
expansion during the past three years, especially in the more durable goods Ca 
of which the supply has shown “om of improvement. The revival has been be 
noticeable, too, in restricted goods which, although in absolute short supply, yc 
are nevertheless in fair supply in relation to available dockets, e.g. utility W 
furniture. But, in general, consumer finance is restricted by the consideration of 
that, wherever demand exceeds the supply, traders can readily dispose of their ql 
stocks to those who are prepared to pay cash. By far the greater part of the mn: 
total volume of credit-assisted trade, therefore, relates to the acquisition of | di 
productive plant, equipme nt and vehicles , and a considerable range of agricul- les 
tural machinery. Said Mr. Gibson Jarvie at the last meeting of the United pr 
Dominions Trust : to; 
“The main part of our activities is directed towards the provisicn of In 
finance for industrial and production purposes. . . enlarging and adjusting SCC 
existing factories and building new ones. . . the materials of manufacture wh 

. building and contracting industries in their reconstruction . . . acquisi- em 

tion of modern and expensive equipment. We are interested in every to 
branch of agriculture.” pél 


In the agricultural field the Lands Improvement Company, incorporated by 
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‘in Special Acts, 1849-1920, is very active. It grants loans for objects approved 
ch by the Ministry of Agriculture, covering farm houses, buildings, drainage, 
to woods, fencing, silos, afforestation, etc., at the low rate of 4 per cent., with 
ce repayments spread up to 40 years. Its loans are secured by Absolute Order 
nd | of the Ministry of Agriculture, and these Orders give priority over all existing 
ed | mortgages and charges. 

ng The new Transport Act, it should be noted, will hon a considerable loss 


of business to the companies concerned in road haulage, and particularly to 
the railway wagon specialists. They have, however, psa broadened their 
field of operation. Other events, such as the set-back to motor-car sales in 


JOT 
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-\ the second-hand market through withdrawal of basic petrol, the prospective 
rs) é _o : 
nd further contraction of supplies of many consumer goods, and the capital 

investment cuts, are clouding the prospect for credit duane. at least in some 
ool 


for rea! resources—from the side of capital expansion as well as from con- 








ies of its aspects. Indeed, given the present need to restrain the excess of demand 
ion ; 
wo sumption—it may be expected that the Government itself will keep a watchful 
yds eye on the extent and nature of hire-purchase facilities. Of course, there is no 
ve real parallel with conditions in the United States, but it is interesting to note 
for that there a huge extension has occurred since the end of the war, despite the 
the continuance, until a few weeks ago, of the war-time restrictions. Now there is 
ase a growing demand for re-imposition of the controls, and the Federal Reserve 
nt. authorities have recently appealed to traders and finance houses meanwhile 
sht to observe voluntarily the same rules as were lately enforced by law. In 
tial Britain, there has been only a pale reflection of this sequence of development. 4 
om But it is significant that the volume of hire-purchase finance paper reaching 
ted the London: market grew after the war to a level sufficient to attract the atten- 
tion of the authorities. It is understood that quite recently it was intimated 
that, for the time being, the amount ought not to be further increased. 
elt. On a longer view, the portents suggest that the secular trend is upwards. 
ney High taxation and high prices equally limit the possibility, for private indi- 
. of viduals as for manufacturers, of accumulating cash savings sufficient to finance 
ods capital outlays at the time they need to be made—an experience which may 
een be typified by the fact that under present conditions no one would expect a 
oly, young married couple to be able to set up a home out of their own resources. 
litv Whether consumer finance on a long view—considered, that is, over the period 
tion of a trade cycle—is really equivalent to encouraging dis-saving is open to aa 
heir question. In the short run, and in boom years, when consumers who use 
the instalment facilities may, as a group, be spending beyond their incomes, the 
1 of dis-saving is apparent. But the opposite condition will tend to obtain during 
cul- less active phases. Thus the advocates of the system argue that it merely 
ited provides the means whereby the individual—taking boom and slump years 
together—spends his excess earnings on durable articles instead of on fripperies. 
n of In this context, one intriguing subject for speculation, which lies beyond the 
ting scope of this article, is the extent to which this argument—and, indeed, the 
ture whole economics of hire purchase—would be affected by continuing “ full” 
uisi- employment. Meanwhile, in capital goods, the effect of such fiscal inducements 
yery to capital expenditure as high initial allowances for depreciation and of the 


penalties now imposed on dividend distribution enhance the attractions of 


| by re-equipment out of income. 
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The Law of Banking 
New Editions of Standard Works 


By R. W. Jones 
QO VER a century ago J. W, Gilbart wrote that to be a good banker required 


some intellectual and some moral qualifications ; if writing to-day very 

probably he would have added to these requisites some legal knowle -dge. 
The development of banking since his day, the tremendous growth in the use 
of the cheque during the last hundred years, the expansion of a banker’s 
lending activities, the assumption, with the passage of time, of a variety of 
ancillary functions and services, have all combined to bring the business of 
banking into increasing and intimate relation with various phases of common 
and statute law. Hence up-to-date works on banking law are necessary adjuncts 
to the working tools of a banker, and the appearance recently of revised 
editions of standard works, such as those* surveyed in this article, is very 
welcome 

The late Sir John Paget was the foremost exponent of banking law of his 
day. In his capacity of standing Counsel to the Institute of Bankers every 

variety of banking problems came his way; his long tenure of the Gilbart 
Lectureship gave him the opportunity of an ‘annual survey, in his inimitable 
manner, of contemporary legal decisions affecting bankers, and his trenchant 
style and lucid exposition made these pronouncements eagerly awaited events. 
His Law of Banking is regarded as the standard work on the subject, being 
frequently quoted with approval in the Courts. Age did not dim the author’s 
acumen nor abate his enthusiasm and it was only towards the end of his long 
life that he handed over the task of preparing the fifth edition of his chef 
a’ euvre to another. 

Mr. Megrah is to be congratulated on the efficient manner in which he has 
accomplished this task ; wisely he has not directed his editorship towards a 
radical recasting of the book nor to an alteration of the characteristic treatment 
of the master. Without a slavish adherence to Sir John’s style, he has never- 
theless succeeded in incorporating new matter in a manner which does not 
disturb the traditional features of earlier editions. 

In the preface to his fourth edition Sir John Paget drew attention to the 
increasing difficulty of dealing with banking law as a distinct subject, in view 
of the many statutes that touch on banking matters in the course of dealing 
with larger aspects of law. This difficulty has not abated, and the spate of 
legislation that has descended on us during the past fifteen years has had 
repercussions on all sorts of aspects of banking practice. To deal ade ‘quately 
and yet not profusely with these recent statutes from a banking angle requires 
a mice sense of proportion and Mr. Megrah has not been found wanting in 
this respect. 

The Local Government Act, 1933, which deals with the somewhat involved 
business of lending to Local Authorities, the Solicitors Acts of 1933 and E94, 
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the Limitation Act, 1939, to choose a few, are each discussed with due regard 
to their particular applicability to banking law. 

Legal decisions affecting bankers in the period since the fourth edition 
seem to have been chiefly concerned, not unnaturally, with negotiable instru- 
ments. They provide examples of judicial pronouncements on the liability of 
bankers in conversion cases that are increasingly severe in their interpretation 
of negligence, as witness the Slingsby, Savory, and Motor Traders cases.t The 
relevant principles in these cases are discussed in their appropriate contexts 
in sufficient fullness to isolate the points at issue. It is refreshing to find 
Mr. Megrah vigorously criticizing the judgment in the last mentioned of these 
cases, where the conception of negligence as regards the collecting banker 
seems to have been carried to extreme lengths. 

it is a pity that the later case of Penmount Estates Ltd. v. National Provincial 
Bank Ltd. (1945), 173 L.T.344, is not discussed, for it is notable for a belated 
recognition by the Court of the impracticability of expecting a collecting 
banker to act as an amateur detective. 

Bankers on occasion find that the guarantee is an embarrassing form of 

security on account of the surety’s not unnatural tendency to seek reasons for 
re repudiating liability when called upon to pay. There is a long string of cases 
where misrepresentation and non-disclosure of material facts have been alleged 
and Cooper v. National Provincial Bank Lid. (1945) 2 All E.R. 641, the latest 
example thereof, surely deserved something more than mere editorial citation. 

Lord Chorley is the Cassel Professor of Commercial Law in the University 
of London and has brought to his contribution on the law of banking a wide 
experience and an understanding and discriminating mind. His book was 
originally written in 1937 with special regard for the student who has not 
built up any substantial foundation of the general principles of law ; it cer- 
tainly filled a gap, when first publishe d, between the elementary text-book on 
banking and the more erudite work for the legal practitioner. 

In addition to bringing the case and statute law up to date, opportunity 
has been taken in the new edition to clarify certain passages capable of 
misconstruction. 

In his preface to the first edition, Lord Chorley expressed the hope that 
the volume might have usefulness, not only for those engaged in the practice 
of banking but also for the law student in the absence of an elementary legal 
text-book on banking; a reading of the book suggests that his hopes are 
amply justified. Its style is clear, its arguments lucid and its planning a 
notable example of orderly arrangement. Very wisely Lord Chorley has not 
attempted to introduce into the second edition purely war-time changes in 
the law, but has been at pains to include brief commentaries on those statutes 
and legal decisions of the past few years which have an intimate bearing on 
banking practice. 

It is held in some quarters that legal knowledge is the monopoly of the 
lawyer and is outside the province of the layman. In respect of commercial 
transactions at any rate, such a view is quite misconceived and many illustra- 
tions to this effect leap to the mind in connection with banking practice. For 








t Slingsby and Others v. District Bank Lid. (1931), The Times, 1/12/31. 
Savory & Co. v. Lloyds Bank Ltd. (1933), 38 Com. Cas. 115. 
Motor Traders Guarantee Corpovation Lid. v. Midland Bank Ltd. (1937). 4 All E.R. go. 
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example, the constantly increasing number of customers in the shape of limited 
companies means that a banker “must have something more than a nodding 
acquaintance with the Companies Acts in order to keep the accounts of such 
technical customers in a manner immune from loss. Then a banker, lending 
against the documents of title to commodities and produce, might speedily 
find himself involved in trouble unless he had a working knowledge of certain 
parts of the Factors Act and the Sale of Goods Act. This is not an advocacy 
of “‘ every banker his own lawyer ”’, but rather a plea for the need for a banker 
to apprehend those legal principles which underlie his practice. Thus equipped, 
he will readily recognize the circumstances which make it expedient to seek 
legal advice. 

A little legal learning in the hands of a layman may be a dangerous thing, 
but banking law is so bound up with banking practice that the average banker 
can scarce escape encounter with the legal rules which underlie his. business. 
This intrusion of legal principles into banking practice is in fact characteristic 
of the most everyday banking operations. Thus the ledger-keeper, even in 
these mechanized days, is, in the course of his posting, operating—all unaware 
no doubt—that part of the law relating to the appropriation of payments 
known as the Rule in Clayton’s Case. The counter clerk when accepting 
a customer’s deed box for safe custody is concerned, probably unwittingly, 
with the law of bailment. The security clerk in the course of his daily duties 
may be setting in motion the law relating to pledge or mortgage. The senior 
officer answering status enquiries from a brother banker will out of habit 
exercise considerable discretion and caution in so doing ; he may or may not 
know that this is something more than habit, inasmuch as the law has laid on 
a banker a duty to be careful in such circumstances. Then the cashier con- 
stantly engaged in paying cheques and receiving cheques for collection is 
deeply involved in the law relating to negotiable instruments; he cannot 
afford to be ignorant of what the Bills of Exchange Act has to say about 
cheques. 

There is another aspect of this matter of legal knowledge—not only is the 
practice of banking shape -d in its growth by the law relating to banking, but 
the converse also obtains, for a conside rable part of banking law is found in 
the law merchant. This part of our legal system is largely influenced by 
practice, for it is the endowment with legal sanction of those customs which 
the business world has over a long period adopted as being in the best interests 
of commerce generally, it is the conversion of mercantile usages into rules of 
law. On occasion these rules are codified into statute form, as witness the 
Bills of Exchange Act, 1882, which for the most part represents the gathering 
up and placing in orderly arrangement of the practices of the mercantile 
community in respect of bills of exchange. 

Apart from the need in the daily practice of banking for a competent 
knowledge of the relevant legal principles underlying such practice if loss is to 
be avoided, there is all the difference in the world between carrying out one’s 
duties in a routine and uncomprehending manner and applying oneself to the 
daily round, informed by the legal rules which dictate a certain course of 
action. Any exposition of the law which enables those engaged in commerce to 
understand more clearly the principles upon which their daily conduct rests, 
is to be welcomed ; the two volumes under review amply fulfil this object. 
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New Notes for Old ? 


By a Correspondent 
[note ei the past few months the question of a withdrawal of the existing 





note circulation of the Bank of England in exchange for new notes has 

received increasing attention. Quite recently, the public interest was 
raised to a new peak by a decidedly injudicious remark from the Chief Govern- 
ment Whip—who declared that “‘ some fine morning ”’ hoarders of notes “ will 
wake up and find their hoard valueless ’’. That particular canard was promptly 
killed by Mr. Glenvil Hall, in a carefully worded reply : 

‘ Changes in the design of Bank of England notes have occurred in the 
past, and changes may occur in the future, but an outstanding note issue 
of £1,400 millions could not, of course, be replaced either soon or suddenly. 
It is perhaps unnecessary to add that under no circumstances would the 
old notes lose their value. When notes are withdrawn from circulation 
it is the invariable practice of the Bank of England to pay the full face 
value of any note presented to them. I can conceive of no circumstances 
in which the Bank would fail to discharge their obligation.” 

In other words, “ genuine’”’ holders of currency have nothing whatever to 
fear. There is no danger that a note-exchange might be made on the drastic 
Russian model, or that it might be the means of imposing a forced loan or 
capital levy. 

But the Parli umentary Secretary, like the Chancellor a few weeks earlier, 
has still not ruled out the possibility of a “ straight ”’ exchange of notes, and 
in the circumstances the abnormal reflux of currency to the banks (discussed 
in a Note on page 63) seems likely to continue. Many of those who have 
amassed fortunes through black-market and similar operations are known to 
have kept a large proportion of their ill-gotten gains in the form of note hoards, 
in order that their illicit operations should ‘not become traceable through 
banking accounts or transaction in securities or real property; and cash 
dealings and cash holdings have also served the purpose of tax evasion. The 
total of note holdings accumulated for such purposes as these must have been 
very large. Inevitably, holders with an uneasy conscience have reacted 
violently to the rumours. 

It will be remembered that during the war the expectation of a withdrawal 
of notes of large denomination caused something like panic among black 
marketeers and tax evaders. Such illicit holders were so anxious to exchange 
their large notes into {1 notes that they were prepared to pay a premium 
of 10 per cent. or more, in order to avoid the necessity of having to pass their 
notes eventually through their banking accounts. A comparable situation is 
arising now, but there is no longer any way out by exchanging one type of 
notes for another. Holders who have something to conceal now want to rid 
themselves of their notes altogether. With that end in view, they appear to 
have been engaged, during the last few months, in the purchase of precious 
stones, jewels, fur coats, objets d’art, and luxury goods of various kinds— 
indeed, of anything having a substantial value. Other large holders of notes 
have adopted the device of exchanging their holding for bookmakers’ cheques— 
secured against a deduction of 10 per cent. or so—which they mean to claim 











104 | - ‘THE BANKER - 


to represent racing gains, and thus to escape the tax-collector’s net. Others 
have adopted the more risky course of paying notes into the banks through 
intermediaries who—doubtless for a similar consideration— -profess complete 
innocence and ignorance of the identity of their principals. It is rumoured, 
too, that some of the larger note-holders are trying to find business houses or 
other concerns with large weekly wage bills who would be willing to take 
notes from them for this purpose instead of drawing currency from the banks. 
If arrangements of this kind are in fact being made, the origin of the dishoarded 
notes would be impossible to detect, for they would be flowing back to the 
banks through entirely normal channels of public circulation. The only clue 
to the abnormality of the movement which could be visible to the banks would 
be the reduction of the weekly wage demands of their customers ; but if the 
percentage reduction were not very large, even this clue might escape 
observation. 


Meanwhile the controversy about the wisdom or unwisdom of an exchange 
of notes continues, and, naturally, a good deal of interest has been shown in 
the nature of the series of operations undertaken on the Continent. In most 
countries in which a note exchange has taken place since the war, it has been 
to facilitate one or other of the more drastic operations—actual cancellation 
of currency, a forced loan, or some form of capital levy. In Belgium, a propor- 
tion of the old notes surrendered in the course of the exchange was blocked. In 
Soviet Russia, Greece, Hungary, Rumania, and other countries the rate at which 
new notes were exchanged for old was less than par, so that the operation 
involved a more or less drastic cancellation of currency. In France, the note 
exchange was part of a census of wealth held in liquid forms, with the object 
of tracing black marketeers and currency evaders and possibly, too, those 
who had profited from collaborationist activities during the war; but the 
note exchange itself was made on a parity basis. It is with this straightforward 
type of excha unge that this article is concerned. What would be the advantages 
and disadvantages of an exchange of notes in Britain on a full pound-for- 
pound basis, without any deduction, temporary or permanent? That is the 
form of exchange which i is mainly advocated or feared in this country, and the 
Parliamentary Secretary’s statement now puts it beyond doubt that it is the 
only type which the British authorities would conceivably contemplate. 

There would be three principal advantages of an exc hange of notes on these 
lines. First, it would result in some direct cancellation of purchasing power, and 
probably also in some reduction in the pressure of general purchasing power 
on the various physical controls. The extent of the actual extinction of pur- 
chasing power (in the form of ill-gotten note holdings) would depend on the 
extent to which the operation could be sprung on the public by surprise, and 
on the length of the time limit fixed for the exchange. Even though such an 
operation has now been anticipated for months, many of the spivs and others 
whose activities do not bear scrutiny must still be large holders of notes. 
[f a reasonable degree of secrecy could be maintained, many black marketeers 
and tax evaders could be caught, because of the resultant disclosure of their 
operations ; many others would probably prefer to lose their money rather 
than dispose of the notes in a way that would be traceable, for detection 
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might bring their persons within reach of the law and their ‘profits—perhaps 
over a period of years—within the reach of the tax collectors. But the amount 
of notes that would thus become invalid should not be ex: ggerated. The 
fraternity which it is sought to entrap is more than usually shrewd, and the 
chances are that most of them would manage to pass on their notes through 
intermediaries of a kind who could readily pass them through banking accounts 
for the purpose of making the exchange. On the other hand, a substantial 
potential purchasing power would probably disappear as a result of the non- 
presentation of inaccessible hoards of notes, principally notes held abroad. 
There would be no possibility, thereafter, of successful smuggling of notes 
from the Continent such as has certainly taken place on a moderate scale in 
recent months. 

More important, perhaps, than the extinction of “ illicit’”’ purchasing 
power (through non-presentation of notes or retro-active taxation) would be 
the deterrent to black marketing in general. If the spivs were either caught or 
badly frightened, the unscrupulous members of the public who now patronize 
the black markets would find many fewer opportunities for illicit dealings, 
and to that extent the pressure on the controls would be relieved. Moreover, 
the result of the transaction would be the conversion of large amounts of 
hoarded notes—including those ‘‘ genuinely ’’ hoarded—into bank balances. 
The exchange would have to be largely effected through the banks, and many 
of the amounts paid in for that purpose would not be withdrawn after the 
exchange. This, too, would tend to reduce active demand for goods and 
services, for the operation of a bank account would in some cases impose a 
psychological restraint on spending which would not be present when the 
money was held in notes. 

Of these influences, however, the reduction of the resources available for 
black-market operations would be likely to be much the most significant. At 
the outset that was the experience in France, where the exchange of notes 
was followed by a slump in black-market prices; but, unfortunately, the 
progress of inflation through budgetary deficits made it possible for the black 
marketeers to replenish their depleted financial resources in the course of time. 
As the British budget is balanced, an exchange of notes would produce more 
lasting results in this respect—or, at least, it might do so if it were coupled 
with other and more vigorous anti-inflationary measures. To the extent to 
which the illicit note holdings would be paid into banks, their holders—even 
if their past activities escaped detection—would hardly dare to withdraw 
them for a long time for the purpose of financing fresh black-market operations. 
They would be afraid that their activities might be traced through their 
accounts. To the extent to which they might have succeeded in unloading 
their old notes by investing them in precious stones, etc., they might be able 
to switch back into new notes after the exchange was completed. But they 
would have to take a loss, for the abnormal demand that would precede the 
exchange of notes would give way to a selling wave after the operation, and 
their working capital would be correspondingly reduced. 

Thirdly, the operation would result in a windfall “ profit’’ for the 
Exchequer ; but, except to the extent that it reflected receipts from past tax 
evaders and unsurrendered notes which were, or were likely to be, actively 
employed or spent, this profit would have no real economic significance, and 
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might even become a dangerous excuse for too lenient budgeting. None the less, 
as a result of fixing a time limit beyond which the notes would cease to be 
acceptable, the Government would be in a position to claim the benefit arising 
from the non-presentation of notes. Apart from holdings which for some 
reason were not presented in time, a very large amount would prove to have 
been lost in the course of time, especially during the recent troubled years. 

The principal argument against an exchange is the very large expenditure 
of real resources which would be involved, at a time when the economy of the 
country is already seriously overstrained. The printing of over a billion 
notes would require a vast quantity of paper and very considerable man- 
power, and would put very heavy demands upon printing capacity which 
already falls considerably short of requirements. The actual exchange itself 
would be an immense task, and would impose heavy burdens on the staffs 
of the banks. And the administrative burden would be increased by the 
need to provide flexible mechanism for the handling of hard cases of people 
who, for one reason or another, were not able to make the exchange in the 
allotted time. 

Secondly, it would be extremely difficult, and might be impossible, to 
prepare such an operation entirely in secret ; and any leakage of information 
would result in an accentuation of the prese nt buying wave of valuables by 
holders of ill-gotten notes. The anticipation and execution of the exchange 
might result in considerable upheaval in many spheres, and might unsettle 
conditions for some time. It should be borne in mind, however, that to some 
extent these effects are already being felt, owing to the expectation—rightly 
or wrongly—that an exchange of notes may take place. 

On balance, the weight of the arguments seems to favour the operation. 
The results of some of the foreign experiments have been decidedly encouraging, 
though in these cases the benefits have probably derived principally from the 
further measures of blocking or cancellation of part of the amounts withdrawn. 
[t is beyond doubt that Belgium owes the rapid consolidation of her economic 
situation largely to the exchange of notes and drastic blocking operation 
effected in 1944. In Soviet Russia, Rumania and Hungary, cancellations 
associated with the exchange of notes have resulted in a considerable deflation 
of purchasing power. In France, as has been said, the result was less gratifying ; 
the temporary improvement could not be maintained, owing to the continued 
inflation. But there can be no doubt that, if undertaken at a moment when 
there is a fair chance of arresting inflation, an exchange of notes may do much 
to assist the process, especially in countries where black marketeering and/or 
tax evasion have become large. It seems reasonable to assume that Britain 
has now reached the stage at which inflation could be stopped, and that an 
exchange of notes would not, therefore, be premature. But, to be really 
effective, it would need to be combined with other and more determined anti- 
inflationary measures than the Government seems yet to have contemplated. 
[f, for politic il reasons, it continues to shrink from such measures, it might 
feel that, in the currency sphere, the optimum results might be achieved by the 
policy which appears to have been pursued in recent months. In some direc- 
tions, the mere threat of a currency exchange may be almost as potent in its 
effects as the operation itself—as the huge reflux of “ illicit ’’ currency to the 
banks plainly demonstrates. 
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Irish Banks and the Import Boom 
By G. A. Duncan | 


[° the econeumie and financial realm the most noteworthy features in 





Ireland ’’* during the past year have been the continued existence of a 
hard core of unemployment side by side with a continuing inflation—an infla- 
tion reinforced by a new “ Saxon invasion ”’ but mitigated by an enormous though 
probably temporary inflow of imports which has had major repercussions on 
the banking structure. 

In “‘ Ireland ’’, as elsewhere, official statistics provide only a poor guide 
to the true movement of une mploy ment; but, subject to this caution, the 
best measure is the sum of the “ C laimants to Unemployment Benefit ’’ and 
the “Applicants for Unemployment Assistance—without Means ”’, a series 
which unfortunately begins only with February, 1935. Here is a sequence 
for the whole period, showing averages for the first nine (in 1935, eight) months 
in each year : 

MONTHLY AVERAGE NUMBER OF PERSONS UNEMPLOYED 
Year: 1935 1930 1937 1938 1939 1940 1941 1942 19043 1944 1945 1946 1947 
Number (000) .. 19 45 42 45 51 52 49 45 tI 37 37 40 37 
As the number of insured persons was practically the same in 1935 and 1944, 
at around 410,000, this series shows both a very high and a relatively stable 
level of unemployment, never falling below 9 per cent. or rising above 13 per 
cent. It will be seen that the figure rose to a maximum early in the war 
period, but in the later stages of the war emigration into the Forces and 
industries of the United Kingdom (and to a smaller extent recruitment into 
the “Irish ”’ Forces) absorbed very many thousands. The fall in the figure of 
‘recognized ’’ unemployed to the low point of 1944-45 was, however, surpri- 
singly small. Again, the condition of pronounced inflation that has existed 
in the post-war period does not appear, despite the continuing exodus, to 
have absorbed any part of the really hard core—although the figure is well 
below its pre-war level. 

The continuance of the inflation, the special character of which was 
examined in an article in THE BANKER last year,j is plainly shown in the 
banking trends which emerge from the accompanying t table. The rate of 
expansion, however, has been pe rceptibly less than in the previous year; in 
1946-47 the increase in deposits in “ Ireland” was 6.2 per cent., compared 
with 9.1 per cent. in 1945-46. By a coincidence, liabilities in “ Ireland ”’ are 
now roughly equal to assets elsewhere, and vice versa. The note issue has 
begun to decline outside, but not within, ‘‘ Ireland’, and the sum of notes 
and deposits has increased by nearly the same percentage in the two terri- 
tories. The contraction in quick assets first noted last year has continued, but 
has barely fallen below a proportion of 20 per cent. to banking liabilities, a 
level well above that maintained during the twenty years or so before the war 





* Throughout this article, the term “ Treland a quotes—is used to mean, not “‘ God’s 
Ireland” or the whole island, but ‘‘ Dev.’s Ireland ’”’ or the twenty-six counties, which account 
for three-quarters of the area, two-thirds of the population and half the economic activity of the 
geographic: ul entity—Ireland, without the quotes. 

t See ‘‘ Irish Banking Controversies’ in the issue of February, 1947. 
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The striking changes, now noted for the first time, in bills and advances within 
‘ Treland ” (which have risen by nearly 50 per cent.), the even larger percentage 
increases in ‘‘ other ’’ liabilities and assets in the same territory, the reversal 
of the trend in investments elsewhere and in the excess of sterling assets—are 
all associated with the continuing inflation and the large expansion of imports 
discussed below. 

Other evidence points in the same direction. In the first nine months of 
1947 bank debits were 19 per cent. and the Dublin clearing of notes, bills and 
cheques 26 per cent. higher than in the corresponding period of 1946. Prices 
rose all round by comparison with 1946, most of them after a short period 
of relative stability-—-import prices by 14 per cent. (March), export prices by 
7 per cent. (May), wholesale prices by 11 per cent. (May), agricultural prices 


/ 


IRISH BANKS COMBINED FIGURES 
BANKS IRELAND", INCLUDING THE CENTRAL BANK OF IRELAND 
(£ millions) 
BUSINESS IN “‘ IRELAND BUSINESS ELSEWHERE 

September Qua 193 1945 1Q40 1947 1939 L945 1946 1947 
Capital and Reserves aia 10.3 10.5 10.8 10.9 7.2 o2 8.0 3.1 
Notes 16.1 37-4 {1.0 44-9 .O I2.2 12.3 11.3 
Deposits ra. 2069.2 257.2 230.5 42.4 80.4 838.9 96.3 
Other Liabilities — 3.3 5-7 6.0 2.2 2.3 ee 3.7 3-4 

Total Liabilities 144.1 252.8 275.0 297.6 55-9 102.2 112.9 119.1 
Cash and Call Mone. ; 5.5 10.7 2) Pe ..2 19.6* 69.9* 66.6% 63.1° 
Bills and Advances ‘ 51.7 40.9 52.1 70.0 26.7 20.5 83:4 7.7 
Investments tr.0f 12.2¢ 11.9f 12.3f 76.9 186.4 212.8 211.2 
(ther Assets , 3.9 Pe 4-5 8.6 4-7 4-3 4.8 4-7 

Total Assets 71.8 73-5 80.2 110.0 127.9 281.4 307.6 306.8 
Excess of Sterling Assets. 72.0 1379.2 194.7 187.7 


Including all assets, other than securities of the Government of the United Kingdom, held 


by the 


+ Including 


Central Bank. 


“ Trish ”’ 


Government bills 





by 16 per cent. (August), and the cost-of-living index by 11 per cent. (August). 
The month in brackets indicates the latest date for which the figures are 
readily available. Since these dates the trend has been still upward, accen- 
tuated during the autumn by more than seasonal scarcities of eggs, bacon and 
potatoes, and only slightly mitigated for some sections by increased subsidies 
provided out of increased taxation in the autumn budget. Since the main 
source of the inflation lies outside this country, there is not much that the 
public authorities here can do to stop it. Price-control is likely to be ineffective 
(as in the recent case of pre-Christmas eggs), and restriction of imports, 
clamoured for by interested parties, would only make it worse. And additional 
taxation, as imposed in the autumn budget, was simply employed to redistribute 
the burden of price-increases as between different groups of consumers and 
taxpayers. 

[n the article in these pages twelve months ago, the question was asked, 
‘‘ What is likely to be the future of the accumulated sterling assets ? Are they 
likely to be repatriated and, if so, how?’ In the last few months the people 
of ‘‘Ireland"’ have given an answer. They have imported every kind of 
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commodity they could get that would make up for their enforced war-time 
shortages--not only goods that a puritan “ planner’’ might call essential, 
but all sorts of goods from all sorts of places. The annual value of imports, 
which had been about £40 millions before the war and £72 millions in 1946, 
rose to £105 millions in 1947. The well-stocked appearance of the shops has 
been obvious to residents as well as visitors. Such figures can, of course, be 
misleading. To get a truer picture of “ Irish” imports an allowance ought to 
be made for the considerable quantities of the imported goods consumed here 
and taken home with them by the unusually large numbers of visitors from 
the United Kingdom this summer. Even more important is the fact that the 
volume of imports in this past year has been strongly influenced by a general 
restocking while the going was good (so that the imports would not neces- 
sarily be reflected in current sales to consumers). 

But the relative freedom of foreign exchange in the spring and summer 
was ended in the autumn by the clamping down of economic measures after 
the exhaustion of the United Kingdom's dollar loans. The terms of the clamp 
for “Ireland” were fixed by an agreement between the two governments, 
whereby “ Ireland ”’ is allowed dollars at the rate of £14 millions for the ten 
months ending June 30 next (equal to a rate of {17 millions per annum) 
plus its own dollar earnings, which are trifling apart from emigrants’ remit- 
tances. Foreign exchange will not be granted for holidays abroad, and the 
basic petrol ration has been cut by 20 per cent. Importation of many “ hard 
currency ’’ goods has almost ceased, and rationing of the available dollars has 
become necessary. There are already complaints of the slowness (probably 
inevitable) of the Departments of Finance and of Industry and Commerce in 
letting industries and firms know their allocations for the current period. The 
agreement also had its advantages for this country in the form of higher prices 
for certain agricultural exports ; an undertaking to enable us to get British 
coal, cheaper and possibly better than the American that has been coming in ; 
and, probably, the relaxation of certain barriers here to the import of British 
goods. Ce rtainly, the arrangements made are far short of the almost complete 
block on Eire’s sterling earnings and assets which might have been feared, 
and impose a dollar-austerity less all-embracing than the United Kingdom’s. 
There is, nevertheless, a certain understandable anxiety about what will 
happen after the General Election next month. 

The wave of imports has, of course, produced radical changes in the shape 
of the balance of payments. During the war, the normal adverse balance on 
visible trade sank to low levels and even gave place to a visible surplus, accom- 
panied by the large accumulation of sterling assets. But the visible deficit 
reappeared at £5.6 millions in 1945, rose to £33 millions in 1946 and touched 


£70 millions in 1947. These figures are in a sense exaggerated by the re- 
stocking purchases, and a further consideration is the not insignificant amount 
of the net balance of exports in the smuggling trade. The magnitude of the 


deficit has, however, produced the usual stupid outcry, and there have been 
complaints from interested quarters that the relaxation of import restrictions 
and the unexampled flow of imports had produced a ‘‘ dumping ’’ menace. 
This situation has had its ironical side. The Government’s lapses from the 
pure dogma of protectionism and into consideration for the consumer have, 
since the Agreement of 1938 with the United Kingdom, been increasingly 
exasperating the more fervent and interested protectionists among the class 
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of ‘‘new men ”’ who have grown up on the Government’s bounty since 1932. 
The combined effect of the import relaxations and the Industrial Prices and 
Efficiency Bill has been to drive a number of them out of Mr. De Valera’s 
party into Mr. McBride’s new party, a splinter-group further to the left and 
more protectionist even than Mr. De Valera’s own splinter from the original 
Sinn Fein party. This is one of the situations that make the coming General 
Election interesting. 

The new “ Saxon invasion’ already mentioned has taken two forms, a 
transitory and a more lasting one. The transitory one has been the exceptional 
influx of visitors, not merely for the summer, but almost the whole year round, 
The expectations are that this year, in view of Britain’s restrictions upon 
foreign travel, especially in hard currency areas, the influx will be even greater. 
a more permanent form of the invasion is the purchase of lands and houses 

‘Ireland ”’ by residents of the United Kingdom, The real estate market last 
year reached record heights of activity, and prices soared. The autumn budget 
raised the stamp duty on such transactions to 5 per cent. between residents 
and 25 per cent. where the purchaser is a non-resident. Since the new rate 
became effective, and partly because of the intervention of the Christmas 
holidays, there has been a noticeable slackening, but there is every expectation 
that the pressure will be resumed. The reasons remain—the escapist desires 
of many in the United Kingdom of independent means, the trifling loss of net 
income suffered by converting securities into real property, the prospect of 
escaping from penal rates of income-tax, and the expectation of securing more 

easily some valued amenities of life such as domestic service ; such factors 
will doubtless continue to outweigh the not clearly realized drawbacks to life 

‘ Ireland ’ 

The disappointment for the year, as in 1946, is in the latest figures of pro- 
duction. Gross agricultural output fell further in 1946 to 92 per cent. of the 
1929-30 level. The indications are that the results for 1947 have been even 
lower, for the tillage area shrank by 4 per cent. and the livestock population 
by 6 per cent. in that year. The June quarterly index of the industrial produc- 
tion of “ transportable goods” (the latest available) was barely holding its 
own. Costs were further raised by a wave of strikes and awards by the Labour 
Court. Incidentally, the award of the Court and the threatened strike of bank 
officials have led to a measurable increase in banking costs. 
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For 70 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 


INDUSTRIAL PROPERTIES, PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 


variety of purposes. It cannot, therefore, be over-emphasised that 
the opinion of value should carry the name of an old established firm 
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International Banking Review * 


France 

ESPITE rejection by the International Monetary Fund and the opposi- 
Diz of the British Government, the French Government’s plan to 

introduce a “‘ double-decker ’’ franc as the means of the long-projected 
devaluation was announced on January 25, and details were disclosed on the 
following day. Rates at which the Exchange Stabilization Fund buys and 
sells foreign currencies were increased by a premium, to apply to all transactions 
and to be uniform to all currencies. its amount was fixed at 80 per cent. of 
the rates previously in force, giving a sterling rate of Frs.864 (previously 480) 
and a U.S. dollar rate of Frs.214.392 (previously 119). Parities of the metro- 
politan franc in relation to other currencies of the French monetary area were 
not changed—except those of the franc of the French Pacific territories and 
the French rupee. 

In addition to the official market, a free market was established in which 
French importers of non-essential goods will purchase, subject to import licence, 
their hard currency requirements. This market will be supplied from one-half 
the proceeds of French exports (the other half being sold to the authorities at 
the official rate) and from exchange arising from capital repatriation, non- 
commercial settlements, tourist traffic, etc. At present, the free market is 
restricted to dollars and escudos ; there will not be a free market in sterling. 

The Mayer Plan also provided for the creation of a free gold market in 
France in which hoarders would be free to dispose of their stocks. 


Argentina 


The Central Bank of Argentina has announced that requests will be con- 
sidered for the remittance abroad of profits earned during the year 1947 by 
either foreign-owned companies or yrgentine concerns operating with foreign 
capital. The maximum amount which may be remitted is 12 per cent., but the 
actual percentage varies according to the type of investment. In view of the 
fact that a number of firms have complained that the preparation of the data 
required will take some time, the Bank has decided to consider applications 
for such remittances without demanding immediate compliance with an earlier 
ruling that applications must refer, among other things, to profits earned from 
the beginning of 1947. 

Australia 


The cash list opened and closed in London on January 28 for a new Austra- 
lian Government loan of £12,870,000 to replace the £17,870,000 New South 
Wales 5} per cent. Loan, 1947-57, which is being called for redemption. The 
new loan is a 15-17 year 3 per cent. stock, issued at 984. 

The Prime Minister, Mr. Chifley, has revealed that the Commonwealth is 
still imposing a strain upon the sterling area dollar pool. Further dollar import 
cuts are therefore being made. 


Brazil 


The final Budget estimates for 1948 provide for total revenue of Cr. $14,597 
millions and expenditure of Cr. $14,596 millions. The total to be appropriated 








* Other current international banking news is discussed in ‘‘ A Banker’s Diary, ” on pages 61-60. 
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for the service of the public debt in 1948 is Cr. $1,284 millions, of which 
Cr. $384 millions is earmarked for the external debt (Cr. $13 millions less than 
in 1947). 

The Finance Minister has announced that a U:S. economic mission is 
visiting Rio with a view to elaborating and participating in a “ basic economic 
programme "’ for Brazil. Greater agricultural production through mechaniza- 
tion and transport re-equipment is one of the main aims of the new programme. 

4 British mission is visiting Brazil to discuss economic and financial 
matters of interest to the two countries. 


Canada 


The terms of the $300 millions credit extended to Canada by the USS. 
Export-Import Bank stipulate that half the total sum must be used for pur- 
chases of U.S. machinery and equipment. Most of the balance will be spent 
on coal, raw cotton, chemicals and non-metallic minerals. The rate of interest 
is 2} per cent. with provision for a charge of } per cent. from the date of the 
agreement on the amount of the credit ‘“‘ unadvanced, unexpired and uncan- 
celled’ at any time. If Canada borrows this year for a period of five years 
or less from private lending institutions of the United States, such funds are 
to be applied to reduction of the official credit, which is repayable in three 
instalments at the end of the third, fourth and fifth years. 

The new food contract with Britain provides for the sale of reduced quanti- 
ties of bacon, beef, eggs and cheese at higher prices. The former poultry 
contract has not been renewed. The dollar payments aspect of the Anglo- 
Canadian deal is to be reviewed at the end of March, but the Canadian Minister 
of Agriculture has declared that the food contracts stand no matter what 
happens. 

Early in January, the Bank of Canada withdrew its support tor the 3 per 
cent. 1966 Victory Loan Bonds. The step has been taken in connection with 
the official policy of using such monetary weapons as are readily available to 


counter inflationary pressures. 


China 


The Chinese Government is reported to be working on a plan to stabilize 
the currency on silver basis, and the newly appointed Chinese Technical 
Mission to the United States will try to obtain American assistance for this 
project. The complete lack of confidence in the Chinese currency is due to 
the continuous rise in internal prices and the continued external deficit. A 
return to the Silver Standard could not itself provide a cure, but the Chinese 
authorities apparently hope that it would have a favourable psychological 
effect. They may also hope that the overseas resources needed to prov ide a 
currency stabilization fund would be more easily secured if they took the 


form of silver. 
Egypt 


The sterling balances arrangement concluded with the British authorities 
for 1948 provides for the release of £21 millions from Egypt’s blocked accounts 
at the Bank of England to cover the country's anticipated payments deficit 
this year, together with an additional £10 millions to raise the working balance 
to {23 millions. Egyptian quarters have stated that this {£10 millions 3 
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regarded as being fully expendable to cover any possible gap in Egyptian 
payments in 1948 beyond the {21 millions now expected. 

The United Kingdom has also undertaken to convert, directly or indirectly, 
substantial quantities of Egyptian sterling into gold or U.S. dollars. A total 
of $25 millions will be released against sterling to cover Egyptian “ net” 
payments to the United States, and, in addition, Egypt has been granted 
permission to use sterling in payment for nitrate imports from Chile, for oil 
marketed in Egypt by self-contained American companies and for equipment 
imported into Egypt by Anglo-Egyptian Oilfields and Shell. Some of these 
sterling payments will be converted into dollars at Britain’s expense. 

Egypt apparently intends to purchase her dollar quota of $15 millions 
from the International Monetary Fund in 1948. For this reason Britain has 
agreed to sell gold against sterling to the value of the {1 million required to 
pay Egypt’s increased subscription to the I.M.F. and the World Bank. 

In return for these concessions on the use of sterling balances, Egypt has 
undertaken to supply considerable quantities of cotton to Britain in 1948 
and to remove the restrictions upon imports of British goods in the less essential 
classes. She has also agreed to drop an earlier claim to receive payment in 
dollars for British military expenditure in Egypt, which is expected to increase 
sharply during the British withdrawal from Palestine. 

Egyptian quarters believe the agreement solves Egyptian payments 
problems for 1948 and there is a widespread impression that the United 
Kingdom has got the worst of the bargain. 


Germany 

German leaders have approved U.S. proposals to establish a new German 
“Government ”’ io deal with economic and financial affairs in the combined 
British and American zones. The new body is a development of the All- 
German Economic Council. 

The Joint Import-Export Agency has revealed that German shipping, 
forwarding and transport firms are being given permission to resume business 
relations with foreign companies in the combined economic area. 


India 


The head of the British financial delegation to India and Pakistan has 
denied that any devaluation of sterling or the Indian rupee was anticipated. 

By agreement between the two new Dominions, a system of separate 
accounting for foreign exchange earnings and expenditure of India and Pakistan 
has been established throughout their territories. New regulations have been 
issued with the object of ensuring that foreign exchange may be bought and 
sold only through an authorised dealer of the Dominion in which the applicant 
resides. The new restrictions do not apply to transfers of rupee funds between 
the two Dominions. 

The dispute between the two Dominions caused by the’ refusal of the 
Indian Government to release £41 millions of cash balances held on behalf of 
the Pakistan Government by the Reserve Bank of India has been settled. 
The balance available, after taking into account expenditure incurred in respect 
of Pakistan since August 15 last, has now been released. 
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Italy 


The Budget Minister, in his report to the Cabinet on the Italian financial 
situation, stated that the revenue for 1947-48, previously estimated at 521,000 
million lire, is now expected to reach 800,000 to 850,000 million lire. At the 
same time, expenditure estimates have jumped from 832,000 to 1,280,000 
million lire. He plans to balance the Budget by new taxes, expe nditure cuts 
and U.S. interim aid, though it is difficult to see how such aid can be utilized 
for this purpose in view of the Washington ruling on the use of local currency 
proceeds of dollar grants. 

By the end of 1947, the total currency circulation had reached 787,000 
million lire, including Allied military currency. 

The strike of Italian bank employees was settled in the second week of 
January. The absence for several weeks of normal banking facilities accen- 
tuated the shortage of lire caused by the Government’s dis-inflationary credit 
policy. The consequent pressure upon traders to liquidate holdings of foreign 
exchange is believed to be one of the causes of the firmness of the lire in terms 
of the principal foreign currencies in the “ free’ Italian exchange markets 
during the past month. 


Netherlands 


A measure is being passed through the Dutch Parliament for the voluntary 
conversion of State Loans. The authorities intend to convert the 3} per cent. 
loan of 1938. 

During 1947, the Netherlands purchased for guilders $46 millions and 
{1.5 millions from the I.M.F. Of the $195 millions loan granted by the World 
Bank, $66.6 millions had been drawn by the close of the year. 


Norway 

Despite the Previous cuts in imports and the drive to expand exports, the 
gap in Norway’s overseas payments has not been closed and foreign exchange 
reserves have fallen to what is generally regarded as a minimum level. Further 
cuts in imports are therefore to be made, and the resultant additional pressure 
upon the domestic economy will be countered by new restrictions upon capital 
development and consumption, together with a tightening of all anti-inflation 
controls. The present wide powers vested in the Price Control Office are to 
be prolonged beyond the present expiry date of June 30. 

Nationalization of the Bank of Norway was proclaimed in the King’s 
speech to Parliament. The bank has an authorized and issued capital of 
Kr. 35 millions, all fully-paid. It was incorporated in 1816. 


Peru 


The President of the Central Bank of Peru has stated that every effort 
must be made to maintain the present official rate of exchange for Peruvian 
currency, emphasizing the duty of the Government to control prices and 
resolutely to restrict public expenditure to keep the demand for foreign 
exchange within the limits set by the national income. Arrangements have 
been made with the i.M.F. for a commission of five experts to visit the country 
sey out, in collaboration with the Central Bank, a scheme of monetary 
reform. 
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The proposal to transfer Peru from the group of American Account coun- 
tries to the Transferable Account group to permit free payments in sterling 
transactions from and to European countries has been rejected, after a close 
study, by the Peruvian authorities. Owing to the continuing adverse balance 
of trade with the United States it was decided that Peru should retain the power 
to convert her current sterling surplus into U.S. dollars until such time as 
essential supplies could be purchased with sterling. 

The Minister of Finance has announced that henceforward the maximum 
rates at which foreign exchange transactions might be arranged would be 
fixed periodically, starting with 10 soles to the U.S. dollar. It was considered 
that the previous high level of the free rate was due to speculation, and the 
Government intends gradually to lower the ceiling rate until it reaches the 
official rate of 6.50 soles to the dollar. 


Portugal 


The letters exchanged between the British and Portuguese Governments 
abrogating the Supplementary Monetary Agreement of February, 1946, and 
establishing the basis of future trade and monetary arrangements between the 
two countries show that the aim of the two countries will be to encourage 
trade exchanges at the highest level while maintaining an approximate balance 
in payments between the two monetary areas so that there shall be no loss of 
gold on either side. To reduce Portuguese balances below the £5 millions 
limit and thus provide for the normal swing of trade, plans have been made to 
use the proceeds of certain British exports previously set aside for debt 


redemption. 
Sweden 


The Finance Minister has advocated a forced loan to the State by all wage- 
earners as a means of meeting inflationary pressures. Companies’ “ surplus ”’ 
profits are already frozen and it is proposed that the problem created by wage 
increases should now be dealt with by forced saving of the wage-earners’ 
share of increased earnings. 

The Budget estimates for 1948 provide for revenue of Kr. 4,769.3 millions 
and expenditure of Kr. 4,229.8 millions. Increased taxes on beer, entertain- 
ment, petrol and other forms of spending are expected. 


United States 


The U.S. revenue surplus for the six months ended December 31, 1947, 
amounted to $1,659 millions. Present indications are that the surplus for the 
revenue year ending on June 30 next will reach $6,000 millions. 

The Federal Reserve Bank of New York has raised its re-discount rate 
from I to 1} per cent. to deter member banks from borrowing from the Federal 
Reserve system against holdings of short-term Government securities. This 
represents the latest move in the official campaign to discourage—without 
seriously increasing the cost of financing the large Government debt—credit 
expansion likely to aggravate current inflationary troubles. 

Department of Commerce statistics show that personal incomes in the 
U.S. rose in 1947 by about 11 per cent., to $197,000 millions. Increases in 
prices of consumers’ goods averaged about 13 per cent. 
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Banking Statistics 


National Savings 
(£ millions) 





Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (met) (net) {tf Small (net) (net) (net){t Small 
1944 =o 55-4 20.8 98.0 174.2 1946 Oct. .. 2.8 4.8 17.9 25.5 
Il 97.5 54-4 92.6 244.5 Nov. .. 3.8 Ir.o 4-5 19.3 
Ill 45-5 18.5 71.9 135.9 DG. 0: 4.2 2.1 — 10.6 — 4.3 
r ; f 
iN 34-9 oS TS E4 1947 Jan... 8.7 10.6 14.4 33-7 
1945 I 44.3 19.8 108.7 172.8 Feb. . 5-9 4-7 15.2 25-5 
II 28.t 18.2 71.5 117.7 Mar... 25.4 5.1 - 2.6 27.9 
Ill I2.r 30.3 99.7 142.1 Apl. .. 27.7 2.4 - 0.5 29.6 
IV 39.2 87.2 76.4 202.8 May 3.6 =—8.5—- 8.7 3:4 
June... - 1.0 - 4.6 — 10.4 -16.0 
m6 § ss 13.2 62.0 120.7 195.9 july 1.5 +7.7 = 9.0 -15.6 
se 5.0 95:0 36.2 133.1 Aue 1.9 6.8 2.3 -— 2.6 
{If :< = Sem 13.4 35-6 47.8 Sept: .. 0.3 - 5-3 9.6 4.0 
[V 10.8 17.9 11.8 40.5 Oct 0.4 — 6.2 8.4 1.8 
I “ at 34 Nov 6. 8.5 I2.9 I1.0 
1947 39-7 ts = dcr al Dec 9.9 I - 4.1 — 4.3 
= 49.3 - 3.7- 19.6 17.0 : ; 
i ae 2.7 - 19.8 >.9 - 14.2 | tt Including Release Benefit Accounts 
v 16.4 17.2 sg | from July, 1945 
Ordinary Revenue and Expenditure 
Year to Ord Ord. By Ord Ord 
Mar. 21 Exp Rev. Deficit Quarters Exp Rev Deficit 
ém _m sm $m £m {m. 
1938 898.1* 372.6 25.5* 1944 LV 1502.0 654.3 847.7 
ee hig? 1945 | 1609.8 1246.7 362.9 
1939 1054.5 927.3 127.5 I! 1306.3 6II.o 695.3 
1940 1809.7 1049.2 760.57" III 1443.7 750.5 693.2 
1941 3867.2 1408.9 2458.3} I\ 1386.2 667.8 718.4 
- | 1946 1 1337-4 1253.5 83.9 
1942 4775-7 2074.1 2701.6 1 aaa 629.0 273.0 
1943 5623.2 2819.9 2803.3 III 918.3 712.1 206.2 
<=88 bc - V 361.1 738.6 122.5 
1944 5788.4 3038.5 2749.9 : . 7. } 
a8 pla e = = 1947 I 1228.9 1261.5 32.68 
1945 eo 3238.1 a8z9.3 II 619.8 840.1 220. 3§ 
1940 5474-8 3284.5 2190.3 Ill 808.3 807.5 0.7 
1947 3910.3 3341.2 560.1 iv. 730.1 761.5 25.4§ 
* Allowing for loan expenditure. § Surplus 
Floating Debt 
J 24 Dee. 69, Dec. 31, Ja ) Jan. 16, Jan. 23, 
P 1947 1947 1947 TQ4o 1948 1948 
Ways and Means Advances fm sm £m m £m. £m. 
Bank of Envland 6.3 — ii 
Public Departments 395.1 306.0 305.0 317.2 373+7 341.1 
Treasury Bills : 
Tender 2145.0 2250.0 ee Mee, 2210.0 2200.0 
_ Tap 2461.6 2005.4 $900.7 at 2516.3 2474.3 2426 6 
lreasury deposit receipts (057-5 1377.0 1402.5 1374-0 1335-5 1330.0 
6659.2 6505.5 6427.5 6393-5 6297.7 


0545.2 
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Treasury Deposit Receipts I 
Raised Redeemed Outstanding 
Monthly* : £m. {m. £m } 
1945 Aug. ae 7 ad 290.0 237.0 2185.58 
Dec. SP ss ne — 320.5 527.0 1636.5 
1946 Feb. ee ; 210.0 236.5 1572.0 
March 30 . . si 455.0 4608.0 1559.0 
April 27... jes ~ 430.0 440.0 1543.0 
May aS «. aia ws - 60.0 1483.0 
June 30. ae ; 190.0 282.5 1390.5 
July 27 .. aia ai 225.0 136.0 1479.5 
Aug. 31 .. wa Me 455.0 287. 1647.0 } 
Sept. 30.. us ie 500.0 368.0 1779.0 
Oct 26 ; : 380.0 416.0 1743.0 
Nov. 30.. - - 0.5 1742.5 
Dec. BE ss rr : 131.0 197.0 1676. 5 
1947 Jan a6 .. as Par 194.0 213.0 1657.5 
Feb. Ma «. ‘a oe 210.0 359.5 1508.0 
March 31 .. Gin ae 543.0 594-5 1456.5 
April 26 .. a a 387.0 380.0 1463.5 
May : ae i ce — _ 1463.5 } 
June 30. i a 110.5 132.0 1442.0 | 
July 26.. ae ee 159.5 193.0 1408.5 
Aug. 30 . -- 190.0 275-5 1323.0 
Sept. 30... ve ws 453-0 483.5 1292.5 
Oct. 25 a ad 347-0 387.0 1252.5 
Nov 29 . $5.0 = 1337-5 
Der 31 mE es 175-5 110.5 1402.5 


* Periods ended on last Saturday in each month, except at final month in each quarter 


§ Peak total. 








1047 Net New Net New 
Week ended Raised Redeemed Borrowing Raised Redeemed Borrowing 
Aug. 30 30.0 57-5 - 27.5 sai = - 
40.0 —- 40.0 
Sent 6 100.0 110.0 19,0 os 22 25-0 25.0 
; _t 149.9 14 5 os =) °° 20.0 - 20.0 
20 90.0 87.5 2.5 Doe ( 35.0 35.0 
30 123.0 129.5 - O.9 ; 50.0 5<.0 5.0 
Oo os 00.0 50.5 9.5 
Get: 4 «: Bg.8 132.5 25.5 ss JO-'5 20 25-5 
It ee 125.0 135.5 13.5 194 
18 115.0 115.5 - 0.5 Jan. 10 : 108.0 28.5 
4 0.5 0.45 m I 39 ) 39.0 
Tax Certificates 
Paid Net Paid Net 
Raised Off Raised  Issue* Raised Off Raised  Issue* 
£m. {m ém. ém. £m. {m £m. £m 
1945 Mar 65.5 66.7 - 1.2 682.7 j 1946 Aug. .. 20.9 18.2 2.7 654.8 
Ap: $5.3 16.4 8.0 6907.6 } Sept... 23.5 20.1 Ria 656.2 
Ma 33.1 12.9 20.2 711.8 ee... 22.9 16.1 — 3.4 652.8 
June 51.3 24.7 26.5 738.3 Ov. .<. 22.9 43.9 - @.2 652.6 
July 25.3 21.0 4 742 .€ Dec. .. 35.0 —5.0 30.0 682.6 | 
Aug 28.0 13.2 14.3 757-4 1947 Jan. .. 20.5 46.9 -— 26.4 656.2 | 
met. -- 39- ange —~ see Feb. .. 27.0 81.7 -— 54.7 601.5 
Oct == SY sige 794-3 Mar... 24.2 82.0 -— 57.8 543-7 
Nov ee 20.5 10.7 705.0 ren i ae - 4 oi 
Je 54.8 9.0 5 800. 77 oe *e 9-5 yl det 7-9 525 
Dec. 4 79 35: May .; 30.8 25.5 9.3, $35.2 
1946 Jan 28.5 58.1 -— 29.6 771.0 June .. 13.9 II.4 2.5 537.6 | 
Feb 40.8 113.7 -— 72.9 698.0 paty .. 23.0 14.0 - 1.6 536.0 
Mar. 51.4 I01.7 — 50.3 647.9 AMS: .« 25.7 15.7 10.0 546.0 
Apr 39.7 23.5 Ez, 659.0 OG. 2 2Be0 27.2 - 14.0 531.9 
May 15.4 16.2 - 0.8 658.2 Oct. .. 10.0 14.5 - 4-6 527-3 
June 22.8 24.9 -— 2.1 656.1 Nov. $2.43 15.0 6.1 533-4 
July 15.1 I9.I — 4.0 652.1 Dec. «< 30.9 6.6 24.1 557°5 


*i.e. Outstanding at end of month. ¢ Record to date. 
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Discount Market Results, 1945-47 


DISCOUNT 


£ millions) 


BIG THREE 


HOUSES 


Union National Alexanders Total 

Bills* 

1945 76.3* 73-5 50.2 200.5 

1940 152.2 102.1 82.2 330.5 

1947 140.2 115.0 77-9 339.1 
tavestments— 

1945 69.5 15.6 18.7 103.8 

[940 50.5 15.6 23.0 95-2 

1947 04.5 15.9 29.2 109.5 
Loans and Deposits 

1045 144.7 57.9 63.2 300.5 

1940 205.0 IIo.1 102.38 423-9 

1947 207.1 [25.3 105.I 440.5 
Net Profits- 

1945 335.1 201.3 88.8 628.2 

1946 292.1 239.2 299.3 330.6 

1947 ; - ‘ aa 287.1 201.8 72.4 621.3 
Capital and Reserves ¢ 

1945 . or fe 2 3.0 2.2 10.5 

1940 mer os .- .. +2 3-4 4.0 15.0 

1947 e. oe oe oe 5.3 5.0 3.9 17.2 


* [ncluding short-dated securities other than bills, except in the figures of the Union Discount 


Co. 7 Including carry forward 
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CONTRACT TERMS 
FOR CAR HIRE 


You can have a modern car, 
with or without chauffeur, at 
your command constantly, for 
business and professional uses, 
by taking advantage of our 
contract facilities. 


You will thus enjoy the con- 
venience of car ownership 
without trouble or outlay, and 
with immediate replacement 
when the carrequires servicing. 





SOUTH AFRICA. BOROUGH OF NEW- 
CASTLE, NATAL, Midway between Johan- 
nesburg and Durban, have fine sites avail- 
able, ripe for Industrial Development, at 
the low price of £50 per acre to approved 
fies. Plentiful Coal available at pithead 
prices, good quota pig iron, plentiful Water, 
Road Access and Rail Sidings, Power and 
Labour available. 


Asada, Limited, wish to announce that they 
offer complete co-ordination for Industrial 
Settlement and Development. We can put 
you in touch with the Town Clerk for the 
pucchase, and arrange for design, equipping, 
financing and building of your New Branch 
in this Borough or elsewhere in the Union. 
Our Associate Company in South Africa have 
Directors and representatives in all princi- 
pai Cities and many Towns, and we arrange 
fer representatives to meet you when you 
visit the Union, and assist in all negotiations. 
The Asada Group embraces Architects, Sur- 
veyors, Engineers, Builders, Contractors, 
Merchants and Suppliers, both at home and 
in South Africa, and your problem of dis- 
posing of your present premises, the ship- 
ping of machinery and equipment, the build- 
ing of the new premises, the housing of the 
executive staff you wish to take with you, 
and all the various details can be looked 
after by arrangement with us. Our Fees 
ace quite reasonable. Kindly make an 
appoiatment for interview with Asada, Ltd. 
(Dept. 322), 55, Pall Mall, London, S.W.1. 


*EET VICTORIA. SWI 
GL 
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puesta and Retirements 


Associated Australasian Banks in London—Mr. C. E. Murch, manager of the Union Bank of 
Australia, Ltd., has been appointed chairman for 1948 

British Linen Bank—Nairn : Mr. J. Donald, from Inverness, to be joint manager in associa- 
tion with Mr. J. McDonald, the remaining joint manager, on retirement of Mr. H. J. Munn. 
Canadian Bank of Commerce—Hon. John Hart, of Victoria, B.C., has been elected a director. 
Commercial Bank of Scotland—Mr. P. Crerar, superintendent. of branches, to be joint 
secretary, in association with Mr. G. Hay, and will retain his office of superintendent of branches 
Mr. P. Adams to be general manager’s assistant. Mr. R. Cassels to be chief accountant on retire- 
~ oi Mr. P. Irving for health reasons. Mr. Vn R. Allister to be assistant chief accountant. 
Mr. A. Letham to be assistant head office mana 

ae ct B ank -Mr. D. F. Pollard, from eed ‘Office, to be a joint general manager. Head 





Offt Mr. W. Mitchell to be manager. Mir. K. Ashton to be sub-man aver. Mr. K. R. Griffiths 
to be advances controller. Mr. J. Rowe and Mir. A. Taylor to be Ag en a dvant ces controllers 
Carnforth : bo i. R. Bibby to be manager. Z:ustall: Mr. W. S. Wearing, from Hanley, to be 
manager. Uppermiil: Mr. J. Sanderson, from Oldham, to be manager. 


Eastern Bank-—Sir James Leigh-Wood, K.B.E., C.B., C.M.G., for reasons of ill-health, has 
resigned from the board and the chairmanship. Sir Thomas Strangman, K.C., has been elected 
chairman. 

Lioyds Bank-——Board of Directors: Mr. Alwyn Parker, C.B., C.M.G., has resigned from the 
Board, and the directors have publicly expressed their appreciation of the valuable service 
rendered by him since his appointment in 1910, At their request, Mr. Parker has agreed to 
continue in his position as Editor of Lloyds Bank Review. 

Head Office : Chief Inspector's Dept.: Mr. H. F. Norris, from Exeter, to be an inspector ; 
Machines Depi. : Mr. A. W. E. Walker to be principal ; Organisaiion Dept. : Mr. E. W. Boreham 
to be inspector, Machine Accounting. Blackburn: Mr. J. E. Gollifer, from Liverpool, to be sub- 
manager. Dursley: Mr. H. S. Hopkins, from Wotton-under-Edge, to be manager. Executor 
and Trustee Departinent—Birmingham : Mr. F. A. Hillary to be assistant manager; Guildford : 
Mr. W. = Thompson to be sub-manager. Exeter: Mr. L. W.S. Aplin, an inspector, to be deputy 
ae Falmouth: Mr. S. A. Hooper, from Dursley, to be manager on retirement of Mr 
H. Dani il, owing toill health. Gillingham, Dorset : Mr. A. H. Barcel: 1y, Malvern, to be manager 
on retireme¢ ‘9 - Mr. A. G. Harris, owing to ill health. Shaftesbury Mr. C. B. Radway, from 
Shepton Mal ee" be manager on retirernent of Mr. W. A. Cryer. 

Martins se Mr. C. J. Holland-Martin, of the London Board, has been elected a member 
of the General Be oa and Mr. Cuthbert B. Clegg to the elie se District Board. 
Midland Bank—Head Office: Mr. G. H. Masters, of Newgate Street, to be a district staff 
superintendent. London, Acton Vale: Mr. F. G. Anderson to be manager on retirement of 
fr. W. A. Ellis. Ashby-de-ia-Zouch : Mr. R. H. Read to be manager on retirement of Mr. J. L. 
ith. Bangor: Mr. J. Barnwell, of Rhos-on-Sea, to be manager. Bristol—Ashton Gate : 
Mr. R. B. Simmons, of Horfield, Bristol, to be manager; Horjield: Mr. H. R. S. Bishop, from 
Filton Ny to be manager of this branch, formerly under the same management as Cheltenham 
Road branch, Bristol; Fishponds: Mr. H. R. Heath to be manager of this branch, formerly 
under the saine mana; Bet as Staple Hill branch, Bristol. #urslem : Mr. H. L. O. Marrison, 
of West Bromwich, to be manager. Burton -on-Trent : Mr. T. H. Burnley, of Stafford, to be 
Manager, in succession to the late Mr. R. C. Kirkham. Chatham : Mr. T. H. Horner, of Ashton 


Gate, Bristol, to be manager on retirement of Mr. R. R. Hogg. Coshaiu: Mr. J. W. Beavan, of 
Paimerston Road, Southsea, to be manager. Covenivy: Mr. H. Hughes, of Burslem, to be 
assistant manager. Criccieth: Mr. FE. E. Owen, of Deganwy, to be manager on oe of 
Mr. W. M. Owen. Hull, Beverley Road: Mr. J]. K. Holdsworth, s Whitefriargate, Hull, to be 
manager on retirement of Mr. A. G. ~. nson. Liangefni: Mr. T. J. Roberts, of iacheratiets, 
to be manager on retirement of Mr. W. F. Williams. Matdenhead : ‘‘é A. E. Leach, of W oking- 


ham, to be manager on retirement a Mr. J. C. R. Gardner. Melbourne: Mr. F. A. Shutt to be 
manager of this branch, formerly under the same management as St. Peter’s Street branch, 
Derby. Norwich: Mr. S. G. Oxland to be assistant manager. Mhos-on-Sea: Mr. R. G. Jones, 
of Holyhead, to be manager. Shrewsbury: Mr. R. R. Williams, of Bangor, to be manager on 
retirement of Mr. J. W. Hughes. Warwick: Mr. J. F. Cooke to be manager on retirement of 
Mr. C. E. H. Smith. West Bromwich: Mr. F. L. Davies, of Five Ways, Birmingham, to be 
assistant manager. Wokingham: Mr. W. A. Smith to be manager. 

National Bank of Scotland—Head Office: Mr. J. S. C. Williamson to be assistant superin- 
tendent of branches. Mr. A. Combe to be staff manager. Mr. D. B. Crawiord to be an inspector 
of branches. Edinburgh, Leith Walk: Mr. G. R. Barclay, from Head Office, to be manager ona 
retirement of Mr. F. Hamilton. 

Union Bank of Scotland—Greenock and West Blackhall Street: Mr. W. G. Paterson, from 
Campbeltown, to be manager on Mr. D. G. Dickie’s retirement. Caipbeltown: Mr. N. J. T. 
Charteris to be manager. 
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LLOYDS BANK 
LIMITED 


BALFOUR OF BURLEIGH’S 


VIEWS 


LORD 


HE annual mecting of Lloyds Bank 
Limited was held on January 30 at the 
head office, 71, Lombard Street, London, 

B.C.3 

The following is an extract from the state- 


Chairman, The Rt 





ment circulated by the 
Hon. Lord Balfour of Burleigh, D.L., with the 
report and accounts for the year to December 
31, 1947 

My Lords, 1d gentlemen,—I must 
first refer to the retirement on June 30 last of 


nd Sir Francis Beane from 





Sir Austin Harris < 
their positions as deputy-chairman and vice- 





chairman, respectively Both have rendered 
great service to the bank over many years, Sir 
Austin Harris as a director since 1910 and as 
deputy-chairman since 1022, and Sir Francis 
Beane as a member of the staff from 1587 to 


uently as a director and vice- 


1935 and subsex 





chairman. I wish to record also my own ve 
real sen of ersonal obligation to | otn th 
friends since | hav een ember of the 
Board Sir Austin Harris is chairman of ou 
Salisbury committee, which has been recor 
tituted in t old headq ters of the Wilts 
and Dorset Bank, and I am confident that 
under his chairmanship t co itt vil 

ider valu s to the bank in that 
area 

{ record with pleasure the appointment of 
Mr. Harald Peake and Sir Jeremy Raisman as 
vi 1airmen, and also the election of Mr 
L. D. Williams as a director 

On the other hand, I have to record with 
regret the retirement durin 19047, Owing to 


srown, whose sage 


ill-health, of Mr. Harold G. 


counsels have been of great value to the Board 


lor some fiteen vears We also regret the 
retirement, owing to pressure of other business, 
of Lord Lyle, who, I am glad to say, remains a 
nember of our Salisbury Committee. I have 
to record the resignation of Mr. Alwyn Parker 


who has agreed, at our request, to devote his 
¢ 7 — 
f 


whole time to his work as editor of Liovds Bai 
Review. We are all proud of the high vel of 
excellence attained by the Review under Mr 


Parker's editorship, and his continued services 


in that capacity will be of the greatest value. 
I desire also to pay a special tribute to the 
services rendered to the bank over a period of 
thirty vears by Lord Inverforth, 


to advancing years, 


more than 


ho has decided, owing 





w 
not to offer hims« 
We have suffered loss by 


we . } + 
il 107r re-election 


the regretted 


death of Sir Henry H. A. Hoare, a member 
of the Salisbury Committee and a director of 
the bank from rot4 to 1945. I have pleasure 
in announcing that we have formed a South 
Wales Local Committee at Cardiff, the mem- 
bers being Sir Evan Williams and Mr. L. D. 
Willhiar Mr. J]. McMillan, who was appointed 
ecretary of the bank in 1939, and rendered 
good service during the difficult years of the 
war, has retired. As shareholders already 
know, Mr. J. E. Way has succeeded him in 


that office. 





BALANCE-SHEET 


Turning to our profit and loss account and 
to the changes in our balance-sheet figures, our 
protit at £1,635,612 is £52,000 higher than last 
vear. With the increase in loans and advances, 
to which I will refer later, a greater increase in 
our profits might have been anticipated, but 
against those additional earnings we have been 
faced with very considerable increases in our 
statft costs and overhead expenses. It was 
also considered prudent, in view of the insta- 
bilitv of the gilt-edged market, to make some 
addition to our investment reserve account. 








Taking the liabilities side of our balance- 
sheet, our current deposit and other accounts 
at 41,072 millions show a further increase and 

igher than last year. This 
larg ncrease materialised in the last two 
months of the vear and may well be only a 





are £59 millions h 


temporary addition to our resources. 

On the assets side, several important changes 
have occurred during the vear. Money at call 
1as increased by £15 millions and our holding 


bills by £27 millions, while there 


ha 1 a welcome reduction of £43 millions 
in Treasury deposit receipts We increased 
investments bv f9 millions, and it is 





ifving to record the substantial increase of 
{50 millions in our loans and advances. 
EXTERNAL CRISIS 
When we met a year ago our economic 
difficulties were d Lily becoming clearer. Our 
of trade, particularly with 
, Was turning out, for a variety 


GRAVITY OF 


adverse 





be greater than had been fore- 
seen, and we still had ahead of us the obligation 
to resume convertibility of currently earned 
sterlin We could not but feel then that, 
ven with the exercise of considerable austerity, 
a s would arise in our atfairs within two 
years. The twelve months that have passed 
since then have done nothing either to relieve 
our austerities or to allay our anxieties. I do 
not think the grim realities of the situation are 
understood by the great bulk of our population, 
and least of all by that large section whose 
money incomes have kept ahead of the rise in 
the cost of living. 








The formidable situation is one which I 
believe can only be met if monetary policy is 
called in aid: for it is vital to realise that our 
external deficit, like so many of our problems, 
has been aggravated by inflation. That means 


an excess of demand in relation to the goods 
available. ! 








It follows that our urgent needs are 
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twofold: on the one hand increased produc- 
of food, of mam 


export and for home const 
} 


ictures both for 


iption; on the 






¢ 1 
tion, Oi coal, 


} } 


ther Nan increased sav 








tary policy rightly applied will do much 
to help in both these fields \bove all, ot 
course, a large Budget surplus is needed to 
y 4+} x mrchoa > + r 
mop up the excess purcnasing power, and | 


would emphasise that any American aid we 
receive must be reflected in a correspondin 
addition to the surplus. What is sometimes 
overlooked, however, is that to cure inflation 
we m t 

and this means that the methods by which the 
surplus is achieved are no less important than 
the fact of the surplus itself. A really effective 
surplus, therefore, must satisfy three condi- 


tions : 





also stimulate 





he output of goods ; 






(1) It must be achieved, as 


by reduced public expenditure, since taxation 
already absorbs far too high a proportion of 
the national income 


as possible, 





ved m spite oi 


(2) It must be act t 
reduction in direct taxation, espe 
P.A.Y.E., which adversely atfects incentive. 
Hence it should be an object of policy to reduce 
and ultimately to do away with subsidies other 
than those which are directed to secure an 
increased agricuitural Indirect 
taxation, on the other should be 
increased. 





production. 


hand, 


(3) The surplus must be a genuine one, 
that it must refiect a curtailment 


nding; in other words, it is 





which 1s 


wh 
of private spx 


essential that the public should meet its tax 





liabilities by cutting down expenditure on 
consumption and by saving less. To 
promote the ne saving | postulé a 
rate of interest not under 3 per cent. on 





UNHEALTHY SITUATION 





it is not sufficiently realised how lar 
present troubles are due to the unhealthy 


monetary sit 











The lack of adequate working stocks of all 
kinds is undoubtedly responsible, as much as 





any other factor, for the widespread decline 


in productivity. But suppressed inflation als 





reduces productivity. 


it has been made ¢ 


that phvsical 
the maximum 
oportions, of the 
irgently, particularly 
be had to that 
‘al controls, the 





controls cannot possibl 
production, in the rig! 
things we need 
when extensive resort ca! 
most distasteful of all phy 
direction of labour 





most 





i their 


basic object of holding in check the total 
demands on our resources, with the result that 
as a nation we have been consuming far more 
than we have produced 


Physical controls have not achieve t 
t 


Reduced food prices have merely deflected 


spending power from essential to inessential 


ooyects 
J 


and thus austerity has been largely 
wasted 


FOOD SUBSIDIE 


°S 

Quite apart, therefore, from the financial 
saving to be made, there are compelling 
economic reasons for an immediate reduction 
in food subsidies and for their ultimate ex- 
tinction. Inevitably this will cause some 
initial hardship, which it will be the duty of 
the Government to mitigate, but if we can 
restore a healthy monetary situation with all 
its advantages the gains will soon outweigh 
the losses. For the wage-earner, in anv case, 
the hardships will be progressively removed by 
higher real output. It is of far greater benefit to 
the wage-earner to give him better value on 
which to spend his wages than to give him 
more money which buys progressively less 


goods. 





SAVING 


From the point of view of saving, the return 
of a 3 per cent. rate on long-term Government 
borrowing is welcome. This is altogether 
healthier than a lower level at which the risk 
of capital loss outweighs the jejune attraction 
of the meagre yield. \ genuine Budget 
surplus, by absorbing purchasing power and 
thereby stabilising prices, will also allow the 
potential saver to feel that he will be able to 
spend the money to as good or better advantage 
in three or four years’ time. One of the greatest 
hindrances to saving is the growing lack of 
confidence in the future purchasing power of 
money. 


To-day no accumulation of capital by the 
private individual is possible except through 
speculation or some even less desirable opera- 
tion. What I am asking for is a return to con- 
ditions in which it would be possible for a man 
to build up a big business by hard work from 
small beginnings, and to ‘‘ make money ”’ in 

Nothing could be more beneficial 
either to the individual member of society or 
to the community as whole, for nothing 
would conduce more to the production of real 
wealth ; and it is production of wealth, rather 
than its re-distribution, which now is our most 
important objective, whatever may have been 
the position in times past. 





the process. 














We should all welcome the success of the 
reneva tariff neg which was far 
greater than is generally realised in this 
country. he United States in particular gave 
undertakings affecting close on four-fifths of 
their pre-war imports, reducing the American 
tariff almost to its rela ] level of 1913. 


Gen 








THE FUTURE 

To sum up, the immediate future is one of 
ereat danger, all the greater for being either 
unrealised or unavowed. 

Difficult and perilous as our position is, if 
the price mechanism could be harnessed to 
work with the physical controls instead of 
against them, and if the people could be made 
aware of the dangers in which they stand, I 
should have no fear for the outcome. 
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NATIONAL 
PROVINCIAL BANK 


CAPT. E. C. ERIC SMITH’S 


STATEMENT 



































genera t 
Bank Limited uary 29 
tre Richo ¢ 
5, Bis seat 
1 his statement to shareholders t chalir- 
Capt C. Eric Smith, M.C., said 
The liability on current and deposit accounts 
grown from {726,000,000 to £754,000,000 
The increase of £28,000,000 is much less than 
the growth a { d t 31 tir 
1 consid ! ist of the » v policy 
of the Governn t. There ha ev a con- 
lerabl I » in advances to customers 
and other accounts. and the figure at the clos 
of business on Dece ber 31 is 155,000,000 
equal to 24.5 per cent. of our po The net 
profit amounts to 17, ymmpar 
vith 1,331,071 yr t u 2 I 
ful 1 interim dividend of 7 nt 
paid ta nd it is propose! at a rt! 
a tt a similar rate should nace 

Che st ar has been Inco yrt 
mn ‘ l as well ; phys } it 
nat ‘ ations, which ev, a 
19047, could not b garded Ts) é 
of optimisr ive steadily deteriorated \ 

stent stream of vituperati a m 
representation has flowed from vs L its 
representatives, and the satellite countnes hav 
indulged 5 of justice 
cul licial mnurder 
r} I t T > D i ollowe 
by in d industrial troubles im bran uni 

‘ i timed to sy1 rol with t 

. 3 ting oi: the roreig Ministers in 
Londot :pean conva! ‘ 
not conspi ; 

Pe s t Trac rece! co 
cluded may Iti d to i ) 
pelitical relations between this country an 
the U.S.S.R This is not only desirab! it 
V tal Impo unt 

At the er of 19046 d ti anning of 
1947 the cheap money policy culminated in 

; in “ 


at par of 24 per cent , 
1975, but the necessary support to maintain 
the gilt-edged market on this basis was not 
forthcoming During the year the market 
gradually relapsed, until in December it had 
assumed a 3 per cent. complexion for long- 
dated stocks. There can be little doubt that 
the position is healthier for this change. The 


Areasury Stock 


process of passing from a 2} per cent. toa 
3 per cent. basis must of necessity be painful 

r institutions whose business compels them 
gilt-edged 


to be consistent purchasers of 


securities. 


EXPANDING PRODUCTION 





snd overseas credits 

of expanding pro- 
duction and trade, and it can never be repeated 
too oiten that without such expansion the 
country will be unable to maintain a reasonable 
ndard of living. Si 


h advances and 
a 
carefully saeph 


1 credits 

rded to where they 

assist directly or indirectly the export 
ies of the country or necessary internal 
‘his action ts a corollary of the cut in 
penditure and is of equal importance 
in concentrating availabl: resources and labour 


on essentiais. 


icreased advances 
have been a welcome si 





39 





Sta 








The export of oui inuiactures has been 


most conscientious 





orously pressed and t! 











nade tv expand existing 

lop new ones It can be 

yn's effort has been com- 

id, up to a point, successful, 

t t lance is still present, as our 

ales of gold and purchases of dollars from the 
international Monetar‘ ind emphasise. 

REFUSAI FACTS 

4 have suffer ) i serious onset of 

sement. Refusal to face facts has been 

) it and the greatest energy has been 

employed in inducing people to believe they 

e much better oti than is really the case. 

ry shock suffered last year was sprung on 


»yment, when con- 
possible, and was 
yas that the causes 
3; for which no one 


the country at the last 
cealment was no long 
d by explana 


ompany 





re unforeseen occurrence 
was to blame. Consid le progress has now 
. ade in the descent to earth. Efforts are 
bei out, in words of few 
US Position in which the 

country ands, and seme of the promised 
; mm The haze oi make- 

lie been entirely dis- 
pel -flort is still directed towards 





ertain strata of the population from 
; of increased austerity. We are, in 
d 1utumn Budget 
adi canrple. After the 
bie words that preceded it, it was almost 
i ical; a mer 1ce-saving gesture to show 
that something had been done and that no one 
who mattered had been hurt 








The country has a long way to go before it 
achieves solvency ic will, in due course, 
arrive, but the k the people remain 





s of make-believe 
‘4 1ev. The Marshall 
is a realistic plan of unprecedented 
generosity. We pray for its success, but its 
magnitude is such that there may prove to 
be not a shortage of dollars but a shortage of 
the material things those dollars are intended 
to provide. “ 
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MIDLAND BANK 
LIMITED 


STATEMENT BY THE CHAIRMAN, 


THE MOST HON. THE MARQUESS O! 
LINLITHGOW, K.G., K.T., ON THE 
REPORT OF DIRECTORS AND BALANCE- 
SHEET FOR THE YEAR TO 
DECEMBER 31, 1947 


HE Chairman did not deliver a speech at 

the annual meeting on January 30. In 

place thereof the following statement was 
circulated to the shareholders with the report 
and balance sheet : 


In national affairs, nineteen forty-seven has 
been a year of progress in the sense that it has 
brought a more realistic appreciation of the 
resources and potentialities of our country. 
To-lay, two-and-a-half years after the end of 
the fighting, we have clearer insight into the 
effects of war and the toll it took of our 
energies and inner resources. We emerged 
more exhausted than we then knew, and corre- 
spondingly more receptive to easy optimism 
about the immediate future. I believe it will 
be recorded that the period since then was 
marked by progressive enlightenment as to 
the facts of our situation, by the formation of 
more sober views of the tasks before us, and 
by the resurgence of a characteristic deter- 
mination to overcome the difficulties in the 
way of full economic recovery. We have been 
living through a phase of readjustment, both 
material and psychological; and it is because 
we are seeing our problems more clearly, and 
showing ourselves readier to take the measure 
of them, that we can look back upon an eventful 
year with considered satisfaction, and forward 
to the promise of better times in years that 
lie ahead. 


The first step towards solving a problem is 
to see it clearly, to assess its magnitude and to 
visualize its implications, and here a marked 
advance can be recorded ; for hardly anyone 
now dissents from the view that the post-war 
programme of reconstruction and improvement 

outrun the nation’s resources, human, 
Material and financial. The seemingly almost 


miraculous achievements of war had led 
perhaps to over-estimation of the effort that 
could be sustained when the extremity of peril 
had been passed. Possibly, moreover, thx 
assistance extended by the United States anid 
Canada—essential to any plan of full economic 
recovery—had made the task appear 
gigantic than in fact it was, having regard to 
the inroads made by the war upon our physical 
pacity for production and our externa! 
financial assets. However that may be, th 

facts are no longer in dispute ; and they have 
enforced a review of plans and programmes to 
bring them within the compass of the nation’s 
powers and assets. Important steps have been 
taken towards equilibrium between total! 
demands, as expressed in monetary terms and 
in capital plans, and the physical availability 
cf materials, labour and productive capacity 


less 


CE 





THE “CRISES” OF 1947 


Let me remind you of events which 
bare the lack of balance in our situation. 
record of the year is marked by two “ 
both of which, in their own ways, brought 
to a focus the stresses in our overstrained 
economy. The fuel crisis, while it was pre- 
cipitated largely by an unusual combination 
of adversity beyond human control, would not 
have become acute but for the deficiencies, thus 
made uncomfortably manifest, in generating 
capacity and transport equipment—both due 
to the postponement during the war of renewals 
and expansion which ordinarily would hav: 
been undertaken year by year. At the same 
time, the crisis brought home more vividly than 
had previously been recognised the prime 
necessity, for economic revival, of a large: 
coaloutput. It showed, too, that the condition 
of ‘‘ fullemployment ”’ indicated by the usual 
statistical measures was to some extent decep 
tive, in that there was munch concealei un- 
employment in the form of widespread 


laid 
The 


crises ’ 





irregular standing-by of workers in the 
factories. This condition was not, as some oi 


our friends abroad have been prone to think, 
a sign ‘“‘that the people of this country are 
work-shy '’—an inference which a leading 
industrialist stigmatised as ‘“‘entirely and 
absolutely wrong ’’—but rather a consequence 
of the fact that we are still some way off th« 
establishment of a regular rhythm in industry 
The crisis and its aftermath demonstrated how 
impossible it is to set that rhythm in motion 
and maintain it while stocks of materials, com 
ponents and fuel remain extremely low, sub 
jecting industry, particularly in its more 
complex branches, to frequent sectional stop- 
pages through lack of regular co-ordination of 
the contributory streams of supplies. The 
results are by no means confined within the 
bounds of our own economy, for they spell 
restricted output per head and, as always 
happens when industry is forced to “ scrape 
the bottom of the barrel "’, they have a depres- 
sing effect upon the quality of the product 
Similarly, the ‘‘ convertibility crisis ’’, whik 
it brought to a head a number of factors pr 
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particular obliga- 

















tion u r the terms of the American loan 
agre ) re significant in 
that the magnitude 
of th payments. 
Hithe failing to 
support ourselves had bee ised by the 
ility of the « t t United 
State 1 ( la t! | of estab- 
I uilibriu had se ed to be ratl 
I ( iro tI concern ot ordi ? people 
ind n or ie elated to internal economic 
und financial ol ? Hi F 1, the crisis 
showed that t tive s oft lits i 
a ing t ré stabiisnine i he 8) ct 
of pavi ts had been s wusly curtailed by 
' i i a) 1d our cu T a, ‘ ‘ ao the 
irked rise in the dollar pri of many of our 
imports It v 2 ider, too, of the di pro- 
ortionately heav bi 1S ; count hac 
epted ith a resultant drain on dollar 
Ss rc Ss, in tl I ten ce ‘ laATee mec 
fore d other items of expenditure in th 
\fidd el ast, ¢ rman >and el where But the 
‘ showed also that tl lisappointing rate 
of movement towards equilibrium was largely 
to be traced to conditions in our own economy. 
It apparent that one general reason 


why we were not within sight of exporting 
enough to pay for our imports was that we 
were trving to do too much with 


limited 
materi l 


and capital 





resources Ol Manpower, 


equipment 


On both occasions, then, crisis threw a 
blazing new light on facts which might other- 
wise have remained hidden from general 
observation. On the monetary side, although 
the forces of inflation had been held in check 
by direct controls, subsidies and other means, 
it came now to be more generally understood 
and admitted that successive upward adjust- 
ments in the costs of many goods and services 
signalised a continued spending 
power over the flow of supplies coming on to 
the market. Behind the symbols of ‘‘ £ s. d.’’, 
however, the two crises, so different in back- 


excess of 








ground, emphasised the unbalanced deploy- 
ment of the country’s manpower, which in 


itself was wasteful and diminished the poten- 
tiality of “‘fullemployment’’. The facts were 
not new; but until 1947 they were insuffi- 
ciently recognised in the shaping of national 
n some ways, as by the naller 
number in the distributive trades than in pre- 











war times of under-emplovment, ti shift in 
the distribution cf manpower had been favour- 
a in terms of reconstruction needs In 
Iture, moreover, t] ( ss of the 
our shortage had been hidden by the 
emplovment of many thor nds of prisoners 
of-wal abour force now quickly diminishing 
On the other hand, the number of men in the 
Forces was, and still is, far greater t! ore 
t! \ t raising of the school-leaving age 
I reduced th natural inflow into er plo 
ment and t } iit ot ce iption is 
1 holo lly unsctt tor ou ‘ 
ft the cruc ] point of start! mit upon their 
cal t ac e € t ort 


social services anc the wide range and detailed 
application of the controls require the con- 
tinued engagement of far larger numbers of 
government employees. It must be added 
] 


that the controls are bound to make larger 


clerical and ninistrative 


in our own Overseas 





demands upon 
statis in private business 
for example, a net increase of staff 
pre-war number has been unavoidable 
because oi the weight of work resulting from 


Thus the redistribution of 





contro! 





€ la 
manpower has to some extent otiset the 
enlarged capacity of I people 
enl r{ that is tos ; ral growth 
mber withi accepted 
limits—for producing goods and 
hich can be sold abroad to pay for 
r applied to restoring their standard 
to impreving their economic and 
tal, such as generating stations and 
e underlying shortage of labour in 





basic industries, particularly coal, agriculture 


and textiles, has been a constant drag on 
y efforts in all directions, but how 
seriously the maldistribution of labour was 


ling progress was not widely recognised 





recover 





imp 
until the crises vielded knowledge and under- 


standing through actual discomfort or pro- 


spective hardship. 


Experience and observation have brought 
home to all of us the simple but easily forget- 
table fact that our standards of living are in 
the end governed by our actual productive 
performance ; the one must decline if the other 
be not raised. It has, further, come to be 
more widely understood that, somehow or 
other, unceasing adjustment has to be made 
of the allocation of the product of industry 
between current consumption, including 
exports to pay for imports, and capital 
renewal and improvement; the two together 
cannot indefinitely overstep the limits of our 
productive power. These are the cardinal 
lessons of the crises, and the facts are worth 
recounting, not in order to bemoan our hard- 
ships or to make any claim to wisdom after 
the event, but to show how inescapable facts 
have forced us to take afresh the measure of 
our resources, and in using them to make a 
nore realistic choice between desirable ends. 


This is not the place to record or comment 
ipon the many corrective measures taken, in 
the light of the crises, with a view to adapting 
the physical controls to the needs of the 
situation as seen by His Majesty’s Government. 
Many of them, in the field of rationing for 
instance, are familiar to every one of us. 
Many of them, no doubt, are as_ heartily 
disliked by those who apply and enforce them 
as by those who have to put up with their 
more unpleasant manifestations. To pass on, 
however, without noticing some recent indus- 
trial achievements would be to ignore one of 
the most encouraging features in our present 
situation. I have in mind such items as the 
bigger tonnage of coal output, the enlarged 
flow of steel from the mills, the recruitment of 
women in the textile factories, the strenuous 
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effort of transport workers to quicken the 
turn-round of wagons, and the innumerable 
adjustments of working conditions to diminish 
the peak of demand on electrical capacity. Many 
other facts could be cited to show how vigoroi 
and sustained effort and ingenuity are puttin; 
into the productive system the moment 
that is re juired to Cari it through to a high 
level of continuous activity and 
operating efhciency. 





smoothly 


FINANCIAL AIDS TO READJUSTMENT 
Beyond this reassuring observation, I co 
fine myself to the financial counterpart of t 
res taken on the side of production and 
Figures indicative of an e 


of incomes, and massive totals of 





consumption 
panding flo 


1 disbursements, all are illusory if good 





and services are not made available In pro 
; +1 * Y } 
portion to the etiective Gemands they set up 


Remem br: 





of active monetary deflz 

world war has made I 

of financial proposals which, 
‘ 









presente d 
as measures to combat inflation, might lead ot 
to positive deflation ; and thus it has generat 

an understandable reluctance to adopt am 
measures of financial restraint, even th 

the widely different basic conditions ruling 
to-day might in themselves demand some 
system of orderly postponement of particular 
outlay. Moreover, restrictive 
financial measures are habitually thought of, 
even now, as being associated with hich interest 
trates, whereas ‘‘cheap money” h 

insisted upon in order to ease the burden of 
the enlarged national debt and to aid in 
financing housing and other necessary capital 
projects. Too often it is forgotten that, in our 
modern monetary system, high interest rates 
are not the only method, nor even an indispen 
sable part of the technique, for restraining the 
use of purchasing power. Indeed, it has been 
shown in the past that they are capable of 
inducing a thoroughly irrational order 
priorities among capital projects. 
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Of the two crises of 1947, the second was 
financial in its manifestation, but the mere 
suspension of convertibility and the reimposi- 
tion of more stringent exchange controls went 
only a small part of the way towards correcting 
the underlying lack of balance. May I quote 
to you a wise observation Contained in the 
report of the Belgo-Luxemburg Exchange 
Institute: ‘‘The relaxation of exchange 
control,’ it says, ‘‘ is possible only in a healthy 
financial economy in which equilibrium is 
established between the monetary level, pro- 
duction, consumption, savings and investment 

It would therefore be a dangerous illusion 
to hold that exchange control can operate to 
support a currency instead and in place of a 
rigorous budgetary policy and of a credit 
policy designed to adjust investment to 
Savings’. Happily, here too some progress 
can be reported, though many people would 
have wished to see a much more rapid advance 
towards equilibrium. The urgency of the 





problem has been heightened by the sharp 


diversion of the flow of goods from the home 
market into export trade and by the reduced 
availability of external credit resources, both 
of which increase the severity of the measures 
required to restrain the activity of purchasing 
power in the home market. 











From this point of view it is in some degree 
reassuring that over the past year the volume 
of bank deposits, though still expanding, did 
not grow at the pace recorded in 1946, while 


the amount of currency in circulation actually 
] has to be added, however, that 


there is no sign so far of any diminution 1 











t 1 spend by individual consumer ; 
meanwhile prices been rising, and the 
volul 1c of new s iving out ot personal Incomes 

n i ve allow fo ot saving, as 
through life insurance, luded in the 
usual figures—has been han had been 
counted upon earlier in the ‘ar as a contribu- 
tion to financial stability is too early to 
judge the full effectiveness of measures taken 
nce the convertibilitv crisis, but they a 
undoubtedly working in the right direction. 
On the budgetarv side, current revenue and 


expenditure figures have a far healthier appear- 


ance than a vear ago, so that anxiety has come 
concentrated upon “‘ below the line ”’ 
broadly speaking, the dis- 
bursement of capital funds from Government 
Hence the importance of the cutting 
down of capital programmes, a process de- 
signed on the one hand to bring the quantita- 
tive plans within the compass of the available 
physical resources, and on the other to avoid 
the dissipation of irce resources through 
competitive capital expenditure. 


to be 


expenditure, or, 


sources. 








This is a task requiring the utmost objective- 
ness and wise discretion in deciding which 
projects shall go forward and which be deferred. 
Physical controls, like the licensing of building 
proposals and the adjustment of the pro- 
grammes of Government departments, local 
authorities and other public bodies, have their 
place; but on the financial side, the new 
principles laid down for the guidance of the 
Capital Issues Committee will need to be 
observed with a high sense of responsibility by 
private industry, on whose appreciation of the 
national interest the Government explicitly 
relies. Each of the banks, too, will have a 
difficult task to perform in deciding, as re- 
quested by the Chancellor of the Exchequer, 
whether in any particular case credit should 
be withheld on the basis of its interpretation 
of the Government’s statement of policy. 
Much is gained—and the Government has 
shown in practice its lively recognition of this 
fact—both in administrative efficiency and in 
co-operation between Government and _ busi- 
ness, by keeping private enterprise informed, 
in plain and up-to-date terms, on at least the 
broad lines of official policy in the exercise of 
its discretionary powers. The rest depends to 
a large extent on loyal observance of rules laid 
down in the interests of national recovery. 
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In these various ways, then, the financial 
side of the nation’s business, both public and 
private, is being brought into closer conformity 
with productive realities. The task is rendered 
the more urgent because of the obstructive 
secondary effects of some of the very restric- 
tions on capital work which the stringency of 
our circumstances entails, for example, the 
deferment of some sorely needed replacements 
and repairs on the railways. The transfer of 
resources to the more urgent projects, more- 
over, can hardly fail to leave some capital 
works unfinished with resultant deterioration. 
Hence we come back to the inescapable con- 
clusion that the solution of our difficulties is to 
be found only to a subsidiary extent in financial 
measures, important though these in them- 
may be. However successfully and 
speedily the financial elements may be shaped 
to conform with current stringencies, the 
triumph over our present troubles still has 
to be gained through wisdom and enterprise 
in the management of our industnal affairs, 
both public and private, and through steadily 
imcreasing productivity on the part of the 
individual worker, stimulated by a clear vision 
of national necessity in terms of individual 
aided by progressively improved 
equipment, and encouraged by gradually 
fructifying incentives. There is no other road 
to prosperity but by way of maximising, in 
terms of cutput of goods and services, the 
product of what has always been our greatest 

the sense of responsibility 
tIness of the 


selves 


welfare, 


asset-- the industry, 
and the mexhaustible 
British people 


. 
resource.t 


THE ULTIMATE DETERMINANTS 


\longside the progre recorded in our 
domestic arrangements, encouraging signs are 
visible in the international field—where our 
problems are e more immediate urgency— 
masmuch as plans calculated to support our 
own efforts are coming into practical operation. 
Once again, Great Britain has had cauce, in 
her latest emergency, for unmeasured thank- 
fulness for the practical goodwill of British 
countries overseas ; while Britain’s determina- 
tion still to be great, in spite of all difficulties, is 
demonstrated by the farseeing projects now 
launched for economic development and social 
improvement in colonial territories. Further 
afield, the assistance of the International 
Monetary Fund has already been enlisted, 
while the work of the International Bank has 
indirectly contributed to expanding possi- 
bilities of recovery. The international trade 
agreement is designed to loosen the restrictions 
upon commerce, and in particular to give wider 
opportunities, to countries within the sterling 
area among others, of enlarging their current 
earnings of hard currencies. The multiple 
clearing agreement between important Euro- 
pean trading nations is a step towards ex- 
panding interchange of goods and services to 
the common benefit. The fact that the 
Marshall plan is steadily taking shape and has 
come into partial operation presents a magnifi- 


for a co-operative effort 
directed to the reinforcement of European 
economies in general. This last grand concept, 
however, cannot be fully effective unless the 
countries receiving help live up to the mora! 
obligations accepted by them in the early 
stages of drafting the plan. 


cent opportunity 


We are thus brought back to the fact, whic! 
cannot be too often repeated by ourselves to 
ourselves, that our recovery de pends finally 
upon our own efforts. No one can save us if 
we lack the will to save ourselves. And it 
just here that the territory of economics 
merges into that of human capacity and human 
behaviour. It has often been noted that the 
British people are at their best in moments of 
the gravest emergency. The enemy without is 
readily identified, and the response to his 
assaults has never been found wanting. But 
the enemy within is more subtle far less 
readily repulsed. I believe that, however wide 
may be the issues that divide us in the realm 
of economic and political controversy, the real 
and ultimate struggle is on a moral and ethica) 
plane. It is at this level that the decisive 
issues are raised and settled, and it is because 
I see behind the recorded events of the past 
year a trend towards a favourable cutcome oi 
this fundamental and never-ending struggie 
that Iam prompted to describe 1947, admitting 
all its trials and disappointments and with no 
desire to minimise the difficulties that still 
confront us, as a year of solid progress. In 
the end it is character that counts, and the past 
year has provided cumulative evidence that 
the British people is once more rising to the 
occasion, prepared to exert itself yet again, in 

thousand ways, to plant its own feet upon 
firm, unassailable ground and to play its part 
in aiding others to establici the foundations 
for a new advance. 


THE BANK IN 1947 

The cata circulated with the annual report 
call for a few comments, chiefly by way oi 
supplementary information. First as to the 
profit and loss account, the enlarged resources 
at our disposal and the increased demand for 
aGvances would by themselves have brought 
about an increase in our net profit. In fact, 
however, staff and other charges continued to 
grow and the amount claimed for the Ex- 
chequer was increased by the higher rates oi! 
profits tax imposed by the autumn budget. 
The outcome is a net profit which differs by 
only a small sum from that for 1949. Out of it 
we pay the regular dividends and make two 
appropriations. As to the first of these, much 
remains to be done, since work is inevitably 
postponed, to put our premises in good order 
after the damage and deferred wear-and-wear 
of the past eight years, and in view of the 
continned upward trend of building costs we 
think it advisable to apply something more to 
the Bank Premises Account. Secondly, 
although past provisions have been more than 
ample to cover the amounts oi depreciation 
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ver t past year in our holdings of various 
Government securities, it is unquestionably 
lent to strengthen the position still further 


prude 
against any tuture imilar movements, or other 


unforeseeable adversity, by making a further 
addition to the Reserve for Future Con- 


of last year’s figures, as already 
ded, was the rising trend of advances, the 
which consist of accommodation 


he increase is well 





to industry and trade 
spread both geographically and ac 
the business of the borrower, and our consistent 
regard for the needs of the smaller customer is 
shown by the fact that the number of advances 
in roughly the same proportion as 
amount. As a comment on official 
regarding the charges for advances 

particula no one, whether a 
or anyone else, pays to this Bank 
i as five per cent. on 
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encou t expansion of their trad 
with ets abroad Besides the permanent 
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hes of the Bank in Atlantic liners a 

now at principal airports, we have been repre 
exhibitions and fairs 
by, among others, offici 
matters of internat 
to discuss problems with foreign visitors in 
their own languages. We continue to welcome 
many bankers and other business men from 
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sented at various trade 





well versed in 


onal trade finat 


abroad, particularly at our Overseas Branch, 
and since the war we have resumed the practice 
of giving training to students from abroad, 





who come to us, usually for six months, under 
nominations from foreign banks. We regard 
ourselves as privileged in thus having many 
varied opportunities of making more widely 
known the services and methods of English 
banking. We regard it, moreover, as a primary 
duty to make every possible contribution to 
the success of the national campaign to put 
the country’s balance of payments on a firm 
and lasting foundation. 





The expansion of the business of our Execu- 
tor and Trustee Company, which also I des- 
cribed a year ago, is continuing on a remarkable 
During the past year a subsidiary com- 
pany has been established in the Channel 
Islands to meet the special needs of customers 
there under the laws of Jersey and Guernsey, 
and we have ample evidence that this enter- 
warmly welcomed. Further, our 
affiliated Bank in Northern Ireland, the Belfast 
Banking Company, has established a 
diary Executor and Trustee Company, so that 
similar facilities are now available throughout 
the Midland group, covering all parts of the 
United Kingdom. 


al 
scaie. 


prise Was 


subsi- 


\n important development has been the 
modernisation of the administrative structure 
of the Belfast Banking Company. The com- 
position of the new board of directors, with 
Lord Alanbrooke as chairman, preserves full 
local autonomy while incorporating representa- 
tion from the Midland Bank, and continuity 
is assured by the appointment of the three 
former directors as managing directors. Our 
two Scottish affiliations have gained still 
further in strength and activity during the 
past year, and I would like to take the oppor- 
tunity, based upon my own observation, of 
congratulating all our affiliated undertakings 
on the maintenance of a uniformly high stan- 
dard of service to the public. 





It remains only for me, in my capacity as a 
representative of the shareholders, to say a 


ciation of the fine work of our 


=) { Yt - 
wora otf appre 








ip} 
staff Through them the public are given a 
continuing, highly efficient service. In these 
matters satisfaction should never allow us to 


stand still, and it is in accord with our deter- 
mination to ke i 
that we shall shortly be opening a new, residen- 
tial training centre to facilitate the higher 
instruction of selected young officers of the 
Bank. Our whole staff organisation is designed 
to ensure that every member of our staff shall 
be more than competent to discharge the duties 
which may be laid upon him, and that those 
with unusual gifts shall be given an oppor- 
tunity to demonstrate their fitness for positions 
of higher responsibility. In the knowledge of 
these objectives and the confidence that they 
are consistently pursued we have, I am sure, 
one of the principal guarantees of a happy 
and enthusiastic staff. 














In these various ways, then, the financial 
side of the nation’s business, both public and 
private, is being brought into closer conformity 
with —— realities. The task is rendered 
the more urgent because of the obstructive 
secondary effects of some of the very restric- 
tions on capital work which the stringency of 
our circumstances entails, for example, the 
deferment of some sorely needed replacements 
and repairs on the railways. The transfer of 
resources to the more urgent projects, more- 
over, can hardly fail to leave some capital 
works unfinished with resultant deterioration. 
Hence we come back to the inescapable con- 
clusion that the solution of our difficulties is to 
be found only to a subsidiary extent in financial 
measures, important though these in them- 
selves may be. However successfully and 
speedily the financial elements may be shaped 
to conform with current stringencies, the 
triumph over our present troubles still has 
to be gained through wisdom and enterprise 
in the management of our industmrial aftairs, 
both public and private, and through steadily 
increasing productivity on the part of the 
individual worker, stimulated by a clear vision 


of national necessity in terms of individual 
welfare, aided by progressively improved 
equipment, and encouraged by gradually 


fruc tifying incentives. There is no other road 
to prosperity but by way of maximising, in 
terms of cutput of goods and services, the 
product of what has always been our greatest 
asset-- the industry, the sense of responsibility 
and the inexhaustible resourcefulness of the 
British people 


THE ULTIMATE DETERMINANTS 


Alongside the progress recorded in our 
arrangements, encouraging signs are 
international! field—where our 
problems are of more immediate urgency— 
imasmuch as plans calculated to support our 
own efforts are coming into prac tical operation. 
Once again, Great Britain has had cauce, in 
her latest emergency, for unmeasured thank- 
fulness for the practical goodwill of British 
countries overseas ; while Britain’s determina- 
tion still to be great, in spite of all difficulties, is 
demonstrated by the farseeing projects now 
launched for economic development and social 
improvement in colonial territories. Further 
afield, the assistance of the International 


domestic 


visible in the 


Monetary Fund has already been enlisted, 
while the work of the International Bank has 
indirectly contributed to expanding possi- 


bilities of recovery. The international trade 
agreement is designed to loosen the restrictions 
upon commerce, and in particular to give wider 
opportunities, to countries within the sterling 
area among others, of enlarging their current 
earnings of hard currencies. The multiple 
clearing agreement between important Euro- 
pean trading nations is a step towards ex- 
panding interchange of goods and services to 
the common benefit. The fact that the 
taking shape and has 
into partial operation presents a magnifi- 


Marshall plan is steadily 
come 
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for a co-operative effort 
directed to the reinforcement of European 
economies in general. This last grand concept, 
however, cannot be fully effective unless the 
countries receiving help live up to the mora! 
obligations accepted by them in the early 
stages of drafting the plan. 


cent opportunity 


We are thus brought back to the fact, which 
cannot be too often repeated by ourselves to 
ourselves, that our recovery depends finally 
upon our own efforts. No one can save us if 
we lack the will to save ourselves. And it 
just here that the territory of economics 
merges into that of human capacity and human 
behaviour. It has often been noted that the 
British people are at their best in moments o} 
the gravest emergency. The enemy without is 
readily identified, and the response to his 
assaults has never been found wanting. But 
the eneray within is more subtle and far less 
senttity repulsed. I believe that, however wide 
may be the issues that divide us in the realm 
of economic and political controversy, the real 
and ultimate struggle is on a moral and ethical 
plane. It is at this level that the decisive 
issues are raised and settled, and it is because 
I see behind the recorded events of the past 
year a trend towards a favourable cutcome o} 
this fundamental and never-ending struggie 
that Iam prompted to describe 1947, admitting 
all its trials and disappointments and with no 
desire to minimise the difficulties that still 
confront us, as a year of solid progress. In 
the end it is character that counts, and the past 
year has provided cumulative evidence that 
the British people is once more rising to the 
occasion, prepared to exert itself yet again, in 

a thousand ways, to plant its own feet upon 
fom, unassailable ground and to play its part 
in aiding others to establich the foundations 
for a new advance. 





THE BANK IN 1947 

The data circulated with the annual report 
call for a few comments, chiefly by way ol 
supplementary information. First as to the 
profit and loss account, the enlarged resources 
at our disposal and the increased demand for 
advances would by themselves have brought 
about an increase in our net profit. In fact, 
however, staff and other charges continued to 
grow and the amount claimed for the Ex- 
chequer was increased by the higher rates ol 
profits tax imposed by the autumn budget. 
The outcome is a net profit which differs by 
only a small sum from that for sae. Out of it 
we pay the regular dividends and make two 
appropriations. As to the first pr these, much 
remains to be done, since work is inevitably 
postponed, to put our premises in good order 
after the damage and deferred wear-and-wear 
of the past eight years, and in view of the 
continued upward trend of building costs we 
think it advisable to apply something more to 
the Bank Premises Account. Secondly, 
although past provisions have been more than 
ample to cover the amounts of depreciation 
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over the past year in our holdings of various 
Government securities, it is unquestionably 
yrudent to strengthen the position still further 
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unforeseeable adversity, by making a further 
addition to the Reserve for Future Con- 
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branches of the Bank in Atlantic liners ai 
now at principal airports, we have been repre 


sented at various trade exhibitions and fairs 


by, among others, officials well versed in 
matters of international trade finat and able 
to discuss probiems with foreign Visitors in 
their own langua . Wecontinue to welcome 
many bankers and other business men from 


abroad, particularly at our Overseas Branch, 
and since the war we have resumed the practice 
of giving training to students from abroad, 


who come to us, usually for six months, under 
nominations from foreign banks. We regard 
ourselves as privileged in thus having many 
varied opportunities of making more widely 
known the services and methods of English 
banking. We regard it, moreover, as a primary 
duty to make every possible contribution to 
the success of the national campaign to put 
the country’s balance of payments on a firm 
and lasting foundation. 





The expansion of the business of our Execu- 
tor and Trustee Company, which also I des- 
cribed a year ago, is continuing on a remarkable 
During the past year a subsidiary com- 
pany has been established in the Channel 
Islands to meet the special needs of customers 
there under the laws of Jersey and Guernsey, 
and we have ample evidence that this enter- 
prise was warmly welcomed. Further, our 
affiliated Bank in Northern Ireland, the Belfast 
Banking Company, has established a 
diary Executor and Trustee Company, so that 
similar facilities are now available throughout 
the Midland group, covering all parts of the 
United Kingdom. 


scale. 


subsi- 





\n important development has been the 
modernisation of the administrative structure 
of the Belfast Banking Company. The com- 
position of the new board of directors, with 
Lord Alanbrooke as chairman, preserves full 
local autonomy while incorporating representa- 
tion from the Midland Bank, and continuity 
is assured by the appointment of the three 
former directors aS managing directors. Our 
ffiliations have gained still 
further in strength and activity during the 
past year, and I would like to take the oppor- 
tunity, based upon my own observation, of 
congratulating all our affiliated undertakings 
on the maintenance of a uniformly high stan- 
dard of service to the public. 


two Scottish a 





It remains only for me, in my capacity as a 
representative of the shareholders, to say a 
ppreciation of the fine work of ‘our 
staff Through them the public are given a 
continuing, highly efficient service. In these 
matters satisfaction should never allow us to 
stand still, and it is in accord with our deter- 
mination to keep up with modern requirements 
that we shall shortly be opening a new, residen- 
tial training centre to facilitate the higher 
instruction of selected young officers of the 
Bank. Our whole staff organisation is designed 
to ensure that every member of our staff shall 
be more than competent to discharge the duties 
which may be laid upon him, and that those 
with unusual gifts shall be given an oppor- 
tunity to demonstrate their fitness for positions 
of higher re sponsibility. In the knowledge of 
these objectives and the confidence that they 
are consistently pursued we have, I am sure, 
one of the principal guarantees of a happy 
and enthusiastic staff. 
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NORTH OF SCOTLAND BANK 


(AFFILIATED WITH THE MIDLAND BANK) 


PART IN AGRICULTURE 


VALUABLE CONTRIBUTION OF SCOTTISH EXPORTS 





SCOTLAND'S AND FISHERIES 


MR. JOHN S. ALLAN’S REVIEW 





livestock in Scotland 


HE annual general meeting of the North 
of Scotland Bank Limited was held on 
January 28 at Aberdeen, Mr. John S. 
Allan, D.L., Chairman of the Bank, presiding. 








After reviewing the Bank’s affairs, the 
Chairman continued : 
SCOTLAND AND THE CRISIS 


In my statement last year I referred to the 
balance of payments and expressed anxiety 
that the situation was not likely to improve in 
July when sterling became freely convertible 
under the terms of the Anglo-American 
Financial Agreement. Unfortunately, those 
fears were fully realised; in fact the strain on 
sterling became so pronounced that conver- 
tibility had to be abandoned, and it was only 
then that the gravity of the economic position 
became widely appreciated. It has been 
variously described as a dollar crisis, a balance 
of payments crisis, and a production crisis, all 
indicating different aspects of the serious 
economic position of the country. Many 
remedies have been suggested, including four 
basic essentials—decreased imports, increased 
exports, higher industrial output, and the 
development of our colonial possessions as 
sources of supply of raw materials and food- 
stuffs, and as a market for our goods. Govern- 
ment measures to that end are already in 
operation, and Scotland will doubtless contri- 
bute substantially to the national requirements. 


AGRICULTURE 
The policy of reducing imports has inevitably 
led to severe cuts in our purchases of foodstutis 
from abroad, so that we are more than ever 
dependent upon the efforts of our agricultural 


industry. At present, home produced food- 
stuffs provide more than half of our require- 
ments, and of this total Scotland’s share is 


one-seventh, valued at around o million 


annually. 
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Although the acreages under crops have 
declined somewhat from th peak figures 
reached during the war years, Scotland is still 
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The production of 
amounts to about one-quarter of the total 
output for Great Britain. The Scottish 
farmer has an international reputation, and 
his pedigree cattle have provided a valuable 
export to scarce currency areas. The official 
policy of greater concentration on the produc- 
tion of livestock will suit the Scottish farmer, 
as will the decision to graze additional hill 
cattle and sheep on part of the land at present 
given over to deer forests, although the 
shortage of winter feeding stuffs, until over- 
come, will be a limiting factor. 

The recent legislative changes introducing 
guaranteed prices and assured markets for 
agricultural products should enable the farmer 
to work to a long-term plan, though it must 
not be overlooked that the industry is much 
under-capitalised. At present the paramount 
need is for an adequate supply of labour which 
in turn depends on more and better housing 
and increased mechanisation. 


FISHERIES 


In the expansion of home produced food- 
stuffs the fishing industry must play a pro- 
minent part and in this connection Scotland at 
present contributes about one-third of the 
country’s total yield from fisheries. The 
quantity of white fish landed at Scottish ports 
is on the increase and is now more than a 
fifth greater than in 1938. The schemes of 
the Herring Industry Board for the processing 
and marketing of herring should, if successful, 
prevent a repetition of the violent fluctuations 
in the fortunes of the industry so common in 
pre-war days. It is desirable that long-term 
plans should be made for the future stability 
of this major Scottish industry with which the 
identified. 
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on foreign supplies, but will employ a consider- 
able number of workers, one optimistic estimate 
being that in fifty years’ time the number 
employed in afforestation and its ancillary 
industries in Scotland will exceed that presently 
employed in agriculture or mining. As in 
agriculture, the immediate problem is the 
inadequate labour supply, again dependent on 
he provision ol more houses in the rural areas. 
SCOTTISH EXPORTS 
In striving to adjust the adverse balance of 
payments, reductions in imports cannot be 
avoided, but it is necessary that the level of 
imports of raw materials essential for the 
export drive should be maintained as far as 
possible 
In shipbuilding, the output of the Clyde is 
far in excess of any other shipbuilding centre 
in the world. The yards have extensive over- 
seas orders, but production is not at full 
capacity shortage of raw 
materials, particularly steel. This is indeed a 
serious matter for Scotland from whose ship- 
yards more than one-third of the United 
Kingdom tonnage is launched. The ship 
building yards in the North-East of Scotland, 
the building of specialised craft, 
particularly for the fishing industry, have 
recently launched many ships for foreign 
owners. Apart from the valuable contribution 
made by the shipbuilding industry to the 
export programme it must not be overlooked 
that when the ships built for British owners 
are in their earnings form 
siderable part of the nation’s invisible exports. 
the most important in value of British 
exports is machinery. Here again Scotland 
nakes a substantial contribution, particularly 
in the manufacture of textile, paper-making, 
sugar -refining, agricultural and _ electrical 
machinery. Inthe past, Scotland concentrated 
largely upon heavy engineering products, such 
boilers and hydraulic 
but since the war it has taken a 
greater share of the light engineering industry. 
\t the present time, much planning and 
development is taking place in Scotland in 
order to ensure a greater variety and spread- 
over of industries The effect of this will 
ultimately in our export 


because of the 


famed for 


commission, a con- 


as steam locomotives, 


equipme¢ nt, 


show an 
trade, and will make us less vulnerable to the 
depressions from which we sutfered in 


expansion 


trade 
the past 
\ithough it is of vital importance to increase 


the over-all volume of exports, it is even more 
essential to ensure that we send an ever 
increasing proportion oi goods to the dollar 
countries During the past year three impor- 


tant Scottish industries have been conspicuous 
as dollar earners: the exports of the distilling 
industry at £5,000,000 represented practically 
one-seventh of the total direct exports to the 
United States, while the Scottish linen and the 
tweed and knitwear industries sent a 
large proportion of their output to the Western 
Hemisphere. Through the efforts of the 
Scottish Tourist Board, and with the aid of all 
engaged in the tourist industry—our 
largest—Scotland’s natural scenic 
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attractions should 
invisible export. 
INCREASED PRODUCTIVITY 

Recovery from the present crisis will depend 
to a large extent upon increased production 
and output from the basic industries. An 
adequate exportable surplus of coal would do 
more than anything to right the economic 
disequilibrium of this country; in fact, our 
whole industrial structure rests on the produc- 
tivity of the coalmining and iron and steel 
industries. It is gratifying to know that the 
output of the Scottish coalmining industry has 
improved considerably and that exports of 
coal in larger quantities are to commence this 
year. Before the war Scotland exported over 
six million tons. The mined tonnage, however, 
is still far short of the pre-war annual figure of 
30 million tons—about one-eighth of the 
British output. Plans future mining 
developments bring hopeful prospects to Fife- 
shire and Ayrshire where the new sinkings 
planned will bring about a gradual but certain 
migration towards these areas. It is not 
desirable, however, that these new communities 
should become dependent wholly on mining 
and deliberate steps should be taken to ensure 
that a properly balanced industrial structure 
is evolved in each district. 

The Scottish iron and steel industry con- 
tributes one-sixth of the total output for 
Britain. The industry’s future depends upon 
supplies of fuel and scrap metal, and in view 
of its importance to the export trade, it is to 
be hoped that the present shortages may soon 
be overcome. 

It cannot be over-emphasised that if we are 
to achieve and maintain a higher standard of 
living for our people, hard work and increased 
productivity in all our industries is of para- 
mount importance. By close co-operation 
between management and workers, by re- 
organisation and modernisation within in- 
dustry, and by the application of scientific 
knowledge to manufacturing conditions, greater 
efficiency, increased output, higher quality 
with reduced costs will be attained. 
Scotland has already several research units of 
international reputation for the agricultural 
and fishing industries and has also a number 
of industrial research establishments. The 
recent announcement of the setting up of 
Mechanical Engineering, Fuel and Building 
Kesearch Stations in Scotland is welcomed. 

In order to ensure a balanced economy which 
pre-supposes a healthy distribution of the 
population, Scotland must continue as an 
important agrarian country in addition to being 
important industrially. ‘This is the crux ol 
Scotland’s domestic problem but the concen- 
tration of factories in the development areas 
may aggravate the situation unless physical 
and economic planning on a regional basis falls 
within the framework of a national plan. 
Sound agriculture, prosperous fisheries and 
well-developed afiorestation, together with the 
hydro-electric power schemes should ensure 
the much needed redistribution of our industrial 
population and regenerate the neglected rural 
areas of Scotland. 
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MARTINS BANK 
CRITICAL ISSUES FOR THE NATION 


PRODUCTION AND EXPORTS 


THE BANK’S SUCCESSFUL YEAR 
MR. A. HAROLD BIBBY’S SURVEY 


HE one hundred and seventeenth annual 
general meeting of members of Martins 
Bank Limited was held on _ Friday, 
January 30, at Head Office, Liverpool. : 


In a statement issued, the new Chairman, 
Mr. A. Harold Bibby, D.S.O., D.L., said : 


It is with great regret that I have to record 
the death of Mr. Alfred Watkin, who, for many 
years, served both on the General Board and 
on the Manchester Board of the Bank. 


Owing to pressure of other business in 
London, Sir W. Nicholas Cayzer has found it 
necessary to retire from the Board and we 
greatly regret the loss of his collaboration. 
His place has been taken by Major R. H. 
Thornton, a partner in Messrs. Alfred Holt & 
Company, whose wide experience in shipping 
and commercial life will be of great assistance 
to us. We are pleased also to welcome to our 
deliberations Mr. Christopher Holland-Martin, 
a member of a family which has been honour- 
ably associated with the bank for many years. 
Mr. Holland-Martin has occupied a seat on our 
London Board since 1944. 








lam happy in submitting the Bank’s annual 
report and balance sheet to be able to present 
a very satisfactory record of the year’s trading. 
Kor the year ended December, 1946, we had 
the advantage of a reduction in taxation, 
whereas the autumn budget, introduced in 
November last, added substantially to our 
liability for taxes; also our expenses have 
increased by a cash payment to our staff 
which, we believe, is fully justified having 
regard to the increase in the cost of living. On 
the other hand, we have had the advantage oi 
dealing with larger resources as increases have 
occurred in our deposits, advances and other 


ltems oO! oul 





balance sheet. 





My predecessor, a year ago, referred to the 
tbnorinal increase in deposits during the year 
1946, which he deplored in so far as they were 
based on an unbalanced budget and further 
Government borrowing from the banks. During 
the past year, though there has been a sub- 

rise of £19 millions in our deposits, 
this increase is very moderate in relation to 
the increase in 1946. In so far as this is due 


to the checking of inflationary tendencies, it is 
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of course in the national interest. Nevertheless, 
the inflationary trend has continued. 


SACRIFICED MATERIAL HERITAGE 


It is now evident that the sacrifices made by 
this country were so great that the hopes that 
we could recover our position and re-build our 
shattered cities within a short time were un- 
reasonable. Our great buildings and works 
rose out of savings of the past and it is only 
out of the accumulated surplus of the present 
and the future that our position can be 
restored, a task which may take a generation 
to complete. Western Europe, including these 
islands, has not had sufficient time nor, in 
certain cases, sufficient help to retrieve its 
position. This has been most generously 
realised in the United States of America and 
it now seems probable that additional help 
will be forthcoming, but that must not lead us 
to depend on external aid for the full restora- 
tion and subsequent maintenance of our 
economic equilibrium. This country is capable 
of standing upon its own feet and it must 
reconcile itself to the necessity and urgency of 
so doing. We have sacrificed a great part of 
our material heritage; we must strenuously 
preserve the remainder and, in addition, more 
than make good what has been lost. 


As bankers, our experience is that manu- 
facturers, farmers and business men in general 
are exerting every effort and we, on our part, 
have been ready to give the necessary financial 
assistance, as is indicated by the increase of 
£12 millions in our overdrafts and loans, but 
much remains to be done. 


Owing to the lack of foreign exchange, it has 
been necessary to restrict our imports and to 
urge a greater effort in exports, but other 
nations are in precisely the same position and 
the limitation of our purchasing abroad has 
caused others to react similarly. Of all coun- 
tries, we have the most to lose from an all- 
round contraction of trade and it is from the 
loosening of this general constriction that we 
may derive our greatest benefit from the 
Marshall Plan and, eventually, from the agree- 
ments on tariffs and trade which were nego- 
tiated at Geneva and which may be incorpo- 
rated in the more comprehensive international 
code to be drafted at Havana. 





CRISIS NOT YET APPARENT TO ALL 


This has been a year of crisis which is nothing 
new in the history of this country and, as we 
know from past records, we have always sur- 











vived such storms and eventually reached 
calmer waters after disagreeable buffetings. 
Consequently, there is no iack of faith in the 


country that on this occasion also in the end 
our troubles will be successfully surmounted. 
Possibly this is a justifiable assumption on the 
part of the who passed safely through 
the Battle of Britain when, to foreign eyes, we 
appeared to be in an impossible position. 
Unfortunately, however, the seriousness of the 
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not apparent to the generality of the people 
Certain sections of our 
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of £280 millions from the level anticipated for 
1948. There could be no more startling illus- 
tration of the exigencies of our situation. In 
these two fields, nearly £500 millions of demand 
has to be eliminated. Failing an increase in 
agricultural production at home or additional 
supplies from the soft currency areas, the food 
supply of the nation is to be reduced to the 
extent of 7s. per week per f y. We must 
curtail new house building and _ industrial 
building while new commercial building will be 
almost eliminated. Many other schemes, 
eminent] lesirable in themselves, must be 

l s civil airfield development, 
, bridge and railway construction 
irable social developments. The 


unquestioned merits of these projects are of 























na sundrv ae 





no avail against the impossibility of imple- 
I nting them 
VITAL ROLE OF EXPORTS 

it is useful to note the relation between these 
two items of food supply and capital projects. 
The cut in food imports is not sufficient in 
itself to correct our situation. To pay for the 
rel inl imports, we have to devote more 
resources to exports and it is only by curtailing 
our j capitai development that we 
can ¢ additional resources for the 
expo! Let no one think that we are 
tightening our belts in order to export: we 

ust inc! eur exports to prevent a further 
lrastic tightening of our belts and to assure 
oursclves of the diminished food supply of the 
revised programme. Failure to achieve a 
ficient volume Oi exports would threaten 


our ability to pay, not only for adequate food 
but for the essential raw mate for 
ating the mass unemploy- 
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ment ire all so anxious to avoid. To export, 
we must not oniy produce the goods that our 
customers wish to buy but produce them at a 
price that they are able and willing to pay 

vers illing that raises the selling price of 
( inanufactures, be it owing to out-of-date 
machinery, ssive overhead charges, heavy 
ational or local taxation, or failure to give 
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inc! d wage costs, must curtail our ability 
to expand our exports. 
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processes to which I have referred are based 
on monetary calculations and are directed by, 
and operated through, the monetary mec- 
hanism. Whatever the views about the role 
and importance of finance, it is indisputable 
that the financial machine ought to work 
in complete harmony with the productive 
machine. 





NEED FOR SOUND FINANC 


It was inevitable that the demands pent up 
during six years of war should outweigh the 
capacity of contemporary effort to satisfy 
them. All are aware of the disappointing 
results of more than two years of peace but, 
in spite of the many warnings we have received, 
it is still not sufficiently realised that even the 
amount of progress we have made has been 
endangered by inflation, open or suppressed, 
to a sufficient extent to distort our economy 
and seriously hamper our productive activities. 
Therefore, it is still necessary to emphasise that 
it should be the first task of financial policy to 
restrain demand within the practicable limits 
set by current productivity. To fail in that 
task is not only to retard recovery but to 
prevent it. 


It is, of course, not only in this country that 
evidences of financial disorder are seen. The 
strain on national economies due to inflationary 
pressure is in evidence throughout the world 
and is seen even in the strongest countries, 


including the United States of America. This 
general disequilibrium is admittedly due to 
excessive demand arising from a relative 
superfluity of money and other restrictive 
measures will be of no avail if the financial 
remedy is not applied. It is significant and 
encouraging that one of the main lines of 
action recommended by the Paris Conference 
in its report on the Marshall offer was the 
creation of internal financial stability in the 
countries concerned. It was rightly empha- 
sised that this was a necessary condition for 
the accomplishment of the other aims set out 
in the report. Sound finance and sound money 
are the requisites for a healthy and freer 
economy at home and also for a restoration of 
the international trade on which the well-being 
and prosperity of these islands depend. 


LOYAL AND DILIGENT STAFF 


To conclude on a more domestic note, during 
the past year [ have received the fullest 
support from the members of the General 
Board, the District Boards and the General 
Management and, in expressing my thanks to 
those with whom I am in closest contact, I 
am very conscious of how much the success 
of our efforts is due to the diligence and 
loyalty of thousands of our staff, many of 
whom work untiringly in remote places. To 
all these, I accord my warmest thanks for their 
contribution to the satisfactory progress of 
the Bank. 
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MARTINS BANK 


LIMITED 


STATEMENT OF ACCOUNTS, 31st December, 1947 


LIABILITIES 


£4,160,042 
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£302,661,668 
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g 


ASSETS 
Cash in hand and at Bank of England r dia eee 
Balances with, and cheques in course of collection on other 


£24,717,115 
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BARCLAYS BANK 





LIQUID POSITION OF THE GROUP 


TOTAL ASSETS NEARLY {£1,800,000,000 


WILLIAM GOODENOUGH’S 


REVIEW 


SIR 


general meeting 
was held at the 
Lombard 


HE fifty-third ordinary 

of Barclays Bank, Ltd., 

head office of the bank, 54, 
Street, London, E.C., on January 23. 


The following are points from the statement 
by the chairman, Sir William Goodenough, 
Bt., on the report and accounts for the year 
ended December 31, 1947, submitted at the 
meeting : 


At the close of 1947, our current, deposit 
and other accounts totalled £1,247,866,975 
against {£1,171,726,109 at the end of 1946. 
This smalle r change over the year, which is in 
keeping with the general trend of the clearing 
bank figures as a whole, contrasts strongly 
with the rapid expansion in the previous 12 
months, associated with the extreme pressure 
for cheaper money. But, while it is a matter 
for satisfaction that the weight of potential 
inflation shown in this particular form has not 
so greatly increased, other forces have come 
into play which can hardly fail to add weight, 
at any rate for a time, to the pendent mass of 
purchasing power for which there is no corre- 
sponding supply of goods and services. 


The disappointing results of the Savings 
Campaign in the past year underline the urgent 
need to bring home to the mass of the people, 
at all levels, full realisation that it is a duty 
of the highest national importance, as it was 
during the war, for everybody to save as much 

Nothing will be more calculated to 
personal endeavour here than the 
strictest economy in Govern- 


as he can. 
stimulate 
example of the 

ment expenditure 
CHANGES IN DISTRIBUTION OF ASSETS 
bank’s resources has 
previous years, 


While the total of the 
not altered so greatly as in 
there have been interesting changes in the 
distribution of our assets. To some extent 
this has been due to the continued movement 
by the authorities in favour of the Treasury 
bill as a means of financing the Floating Debt. 
More bills have been issued in response to the 





~) 
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weekly tenders, and our own holding of bills 
discounted had increased to {206,445,106 on 
December 31 last, against £156,015,890 at the 
end of 1940. On the other hand, the balance- 
sheet shows a lower total of £279,000,000 in 
Treasury deposit receipts, compared with 
£339,000,000 a year earlier. At the end of 
1945 we held £95,508,900 in bills discounted 
and £345,000,000 in Treasury deposit receipts. 
Taken as a whole, our specially liquid assets, 
namely, cash in hand and with the Bank of 
England ; balances with other British banks 
and cheques in course of collection ; money at 
call and short notice; bills discounted, and 
Treasury depcsit receipts amounted to 
£719,519,772 at the close of last year, repre- 
senting no less than 57.6 per cent. of our 
current, deposit and other accounts. Besides 
being more flexible than it was before — a 
condition to which we attach great importance 
—our position is thus highly liquid. 


Among our other assets, we have made a 
further addition to our investments during the 
year, and the figure shown in the balance- 
sheet, excluding investments in subsidiary 
banks, amounts to £297,088,881, which com- 
pares with £278,883,573 at the close of 1946. 
In March last, for the first time since they were 
overshadowed by Treasury deposit receipts in 
August, 1943, investments appeared in our 
published figures as the largest of our assets, 
and they have increased since then. 


RECORD LEVEL OF ADVANCES 

I am pleased to say that our advances have 
again moved upward during the year. On 
December 31 they stood at £242,447,695, 
against £197,960,938 at the end of December, 
1946, and they now stand at a level which is 
some £35 millions higher than has ever been the 
case in any previous year. Of course, when 
the earlier record was set up in 1939, our 
deposits were much less than they are to-day, 
and, consequently, ae advances are 
actually higher than they were then, they 
represent a far smaller proportion of our 
deposits ; the ratio is now less than half of 
what it was at that time. Nevertheless, it is 
gratifying that even in this respect there has 
been a distinct improvement during 1047. 


At the same time, in arriving at an apprecia- 
tion of the real meaning of the present level 
of our advances, we must not forget the 
influence of the rise in prices. Much more 
money is required to finance a given project 
now than was needed before the war, and, 
consequently, the physical effect of our present 
lendings, pound for pound, is to that extent 
reduced. 


PROFIT AND DIVIDENDS 


The directors report that, after payment of 
all charges and after making provision for all 
bad and doubtful debts and for contingencies, 
the net profit for the year ended December 31, 
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1947, amounted to £1,637,706 5s. 8d., which 
is a reduction of £38,696 19s. od. compared 
with the figure for 1946. This fall was not 
unexpected for, although there was an increase 
in our investments and advances during the 
year, the level of our expenses has continued 
to rise and we have to meet the substantially 
higher rate of tax on profits. As will be seen 
from the report, the directors have allocated 
from the profit for the year £250,000 to con- 
tingency account and £250,000 to premises 
reserve account (for deferred repairs and re- 
instatement). Interim dividends at the same 
rates as in 1946 were paid on August 8 last. 
The directors now recommend the payment of 
final dividends of 5 per cent., making 10 per 
cent. for the year, on the ‘‘A”’ stock, and 7 per 
cent., making 14 per cent. for the year, on the 
“B” and ‘‘C” stock, less income-tax in 
each case. 


I am sure that stockholders will appreciate 
the fact that the liquidity of the parent bank, 
to which I have already drawn attention, is 
characteristic of the group as a whole. The 
total assets of the group are nearly £1,800 
millions—a striking indication of the wide 
ramifications of our bank. But even niore 
striking is the thought of all that lies behind 
these figures—-a great co-ordination of effort 
giving effective and indispensable service over 
a vast area of the world. The group is, indeed, 
a machine of precision which makes possible 
an immense economy of effort at home and 
throughout the whole sphere of its operations 
overseas, and it is a living and developing 
organisation. More than this, through its 
activities abroad, it is a substantial earning 
asset for this country. 






NO ALTERNATIVE TO VIGOROUS 
ACTION 


‘he events of the past year have brought 
the nation abruptly to the point where urgent 
and far-reaching decisions have become inesca- 
pable. Our problems have overtaken us and at 
such a juncture there is no alternative to 
vigorous action. But I am impressed as much 
by the feeling that vigorous action must not 
be hasty or ill-considered action as I am by 
the momentous nature of the problems them- 
selves, for what is done at this time in the 
stress of circumstances will profoundly in- 
fluence our fortunes for many vears to come. 








What is being determined by current 
decisions on matters of domestic policy in 
response to the pressing need of the hour is 
nothing less than the future shape and trend 
of the British economy--in particular of 
British agriculture and of British manufac- 
turing industry in a competitive world. I have 
quite deliberately mentioned British agricul- 
ture first not only because in spite of all its 
vicissitudes, it has remained one of the greatest 
of all our industries but because I believe it 
has a most vital role for the future, both as a 
business which is at the same time a balancing 


factor in the make-up of the nation, and as a 
healthy and satisfying way of life for a large 
number of our people. 


A LESSON FROM EXPERIENCE 


Experience tells us that in devising the 
means of solving our existing problems we 
should keep an eye on the long term ; that we 
should look beyond the immediate future and 
see to it that the remedies we bring to bear for 
the easement of present difficulties are calcu- 
lated also to produce a balanced economic 
pattern that will stand the test of time. If 
this is not done, if we allow the very magnitude 
of our problems to drive us into ill-chosen 
courses, then we incur the risk of developing a 
form of organisation which may prove to be 
out of harmony with future needs. We may 
tbus sow the seeds of another process of major 
readjustment. I think what has happened in 
the past also helps us to visualise, however 
imperfectly, the direction in which our efforts 
should be bent. 





Let us consider some of the factors to be 
taken into account. We can see all too clearly 
how intense a degree of competition will 
eventually develop in world markets. We can 
sce also, from the course of past events, that 
the growth of manufacture abroad will con- 
tinue as the relatively undeveloped countries 
seek the added stability and higher living 
standards that they see in the possession of 
secondary industries. At a time not far 
distant, therefore, we must be ready for the 
disappearance of the outlet for some of the 
products that we have hitherto suppiied in 
large quantities. 





PROGRESSIVE SPIRIT CALLED FOR 


Apart from showing how much our pros- 
perity depends upon a growing volume of 
international trade in the future, these trends 
suggest two things—namely, that our ind us- 
trial development must move towards a greater 
diversity than has been the case in the past, 
so as to become more broadly based and hence 
less vulnerable, and that it must be encouraged 
to sustain a strong progressive spirit, so that 
we may advance rapidly and ireely to the 
initiation and exploitation of new inventions 
and new techniques. In the w we were 
unrivalled in the field ot scientific invention 
and it is vita! to us that re this country 
should be and remain in the lead. 








} 





There is one direction in which, I think, 
there may be considerable scope for the 
United Kingdom in the future and that is in 
the provision of financial and other services 
for which she is so eminently fitted by long 
association with commerce and with inter- 
national affairs. Here the line of policy should 
be to place no obstacles in the way of growth 
and wherever possible to encourage it. The 
restoration of sterling to full status as an 
international currency is, of course, a condition 
of success in this sphere. 
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THE ACCOUNTS 
On reference to the balance-sheet you will 
see that there is a slight increase in current, 
deposit and other accounts. But while these 
figures and the volume of our resources show 
only a small variation as compared with the 
figures for the previous year, important 
changes have occurred in the composition of 
our assets. Here the outstanding movement 
is the fall (13,500,000 in Treasury deposit 
receipts which during 1946 were increased by 
the intensive inflationary pressure exerted in 
support of the cheap money drive. It was only 
to be expected that this pressure would bring 
ibility by adding to the weight of money, 


1s promoting rising wages, costs and prices. 


‘ h we have had released 
from T leposit receipts over £4 millions 
have g into call money and bills of ex- 
change (which in the main are Treasury bills), 
ng our liquidity, and more than 
£3 been added to investments. 
These are mainly repayable at fixed dates and 
appear in the balance-sheet at considerably 
their market value, despite the 
marked depreciation of gilt-edged securities 
during the year. The remainder of the sum 
made available from Treasury deposit receipts 
is reflected in the higher figure for advances. 
This item shows an in se of nearly {£8 
millions, but the upward trend of lendings 
will probably be curbed by the Government’s 
far-reaching plans to improve the country’s 
international trading position. 


thereby increas 


millions have 


less than 


factory to know from the analysis 
eriodically make of our advances 
are well spread over a wide range 
s and, I might add, all propositions 
whether large or small, 
the most careful consideration. Here 
would like to refer to the Finance Corpora- 
Industry, Ltd., and the Industrial and 

] ion, Ltd., which, 

ing long-term of a capital 

nature outside the scope of the Joint Stock 
i rendered 
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experience 


Closely associated with figure for 
idvances is the wel of nearly 
{1,600,000 in liabilities of customers for accept- 

confirmed credits and other obligations 

now stand at £6,472,079. This figure is 
particularly e1 use it is largely 
tributable to the increased activities of cus- 
tomers 


coura ring bec: 


oncerned with overseas trade. 


HIGHER ET PROFIT 
‘rom this resume of our principal asset 
1s it will be seen that, as regards earnings, 
he most the increases 
in advances and But on the 
there hav been much heavier 
payments for salaries, due to the return of 
staff from the Forces and to a higher level of 
remuneration, and there has also been a general 
unavoidable increase in other expenses. After 
making full provision for bad and doubtful 
debts, taxation and contingencies we show a 


favourable factors are 
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ULSTER BANK LIMITED 


ESTABLISHED 1836 
Affiliated to Westminster Bank Limited 





Capital Authorised and Subscribed - - - £3,000,000 
Capital Paid Up - - - £1,000,000 ) 
Reserve Fund - £1,500,000 if paeataeanee 


COMPLETE BANKING SERVICE 


With Special Departments for the Transaction of 
Executor and Trustee, Foreign Exchange, and 
Income Tax Business. 

By means of 111 Branches and 82 Sub Offices in Northern Ireland 
and Eire and through Agents and Correspondents in all parts of 
the world the Bank offers a comprehensive service transacting every 
type of Banking business. 


HEAD OFFICE : WARING STREET, BELFAST 
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LATHER FOR | 
SENSITIVE > PLUS APPRECIATION 
. Property as large-scale investment 

dcp FROM PROPERTY IS HIGHER THAN 

~~ from other types of investment of equal 

security. Capital appreciation is almost 

certain.* The success of the investment, 

wever, depends upon many technical con- 

4 | siderations—position, purpose, value, poten- 

SHAVING STICK 298 tialities; and subtler points. The selection and 

ae 1egotiation of property for investment is the 

particular province of Stanley Moss & Pilcher. 

The Old House | Investors are invited to arrange an informal 

MILTON - ON - STOUR chat with one of the Partners. Interesting 
Gillingham, Dorset | comparisons are available 


A XIV Century House, in the heart for inspection. 
of Wessex. 


Peace; comfort; good food and ' STANLEY MOSS, 


complete rest. 


Hot and Cold Water basins and & PILCHER’?} 


Electric Fires in all bedrooms. | 
Central Heating. Coal and Log Property selected for invest- 
Fires. Excellent Small Library. | ment is not subject to sudden 

Brochure and Terms on application fluctuations in value, and is a Old Burlington S2., 
to the Resident Manager. Telephone | safeguard against inflation. W.1. REGent 0961 
Gillingham 222. 
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net profit for the year of £503,796 which com- 
pares with {487,276 for the previous 12 months. 
Bringing in £399,640 from our 1946 accounts 
we have for disposal £903,436. Of this we 
propose to apply £120,000, the same amount 
as last year, to pensions and annuities fund 
and to allocate {100,000 to contingencies 
account against £75,000 last year. This we 
consider to be prudent in view of the uncer- 
tainty of the general business outlook. We 
also propose to transfer £23,572 to reserve 
fund to round that item off at £3,000,000. 
After allowing for these dispositions and 
providing for the dividend at the same rate as 
last year there remains a sum of £374,224 to 
be carried to the next account. 


DIRECTIVE TO INDUSTRY 

The predictions made last year by my 
predecessor have unhappily been more than 
justified by events. 

Leaving aside these aspects, there has 
recently been sent out a realistic directive 
to industry. This shows that it has been recog- 
nised, if all too tardily, how parlous the position 
is. The Marshall Plan may give us some help, 
but even if we get this assistance it is the duty 


measures, however vigorously applied and 
however unpleasant they be. 

[It is undoubtedly a great misfortune that 
surplus money should continue to chase too 
few commodities and its reduction is an impera- 
tive necessity. Certainly the remedy is not 


to increase the volume of consumer goods in 
the home market if their presence results in 
inadequate food supplies, but to reduce prema- 
ture and unessential capital expenditure and 
to stimulate savings. Capital expenditure 
should be primarily regarded as legitimate 
only if it spurs on exports or curtails imports. 
As regards savings, or even increased taxation, 
these can only assist in curbing inflation if the 
Government employs such receipts as far as 
possible in the retirement of national debt. 

In a well-balanced financial policy we have 
then the best medium for adjusting public and 
private expenditure to the volume of our pro- 
ductivity. But a proper use of the public 
purse should in addition permit a reduction in 
taxation, since this at its present level hampers 
enterprise. It should also permit a simplifica- 
tion of controls so expensive in manpower both 
to the Government and to all branches of 
industry. 


TEXTILES 


Despite all the difficulties which attach to 
foreign trade, the world demand for textiles is 
still substantial and will, we hope, continue, 
but remembering as we do the devastating 
consequences of Japanese competition in the 
pre-war years, we must devoutly hope that 
some control will be imposed in the peace 
treaty upon the volume and price of Japanese 
production. Subject to this, there is a real 
future for the industry, if it can grasp the 
opportunity which lies before it. 
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net profit for the year of £503,796 which com- 
pares with £487,276 for the previous 12 months. 
Bringing in £399,640 from our 1946 accounts 
we have for disposal £903,436. Of this we 
propose to apply £120,000, the same amount 
as last year, to pensions and annuities fund 
and to allocate {100,000 to contingencies 
account against £75,000 last year. This we 
consider to be prudent in view of the uncer- 
tainty of the general business outlook. We 
also propose to transfer £23,572 to reserve 
fund to round that item off at £3,000,000. 
After allowing for these dispositions and 
providing for the dividend at the same rate as 
last year there remains a sum of £374,224 to 
be carried to the next account. 


DIRECTIVE 
The predictions made last year by my 


predecessor have unhappily been more than 
justified by events. 


TO INDUSTRY 


Leaving aside these aspects, there has 
recently been sent out a realistic directive 
to industry. This shows that it has been recog- 
nised, if all too tardily, how parlous the position 
is. The Marshall Plan may give us some help, 
but even if we get this assistance it is the duty 
of everybody to give full support to all remedial 
measures, vigorously 


however applied and 
however unpleasant they be. 

[It is undoubtedly a great misfortune that 
surplus money should continue to chase too 
few commodities and its reduction is an impera- 


tive necessity. Certainly the remedy is not 


to increase the volume of consumer goods in 
the home market if their presence results in 
inadequate food supplies, but to reduce prema- 
ture and unessential capital expenditure and 
to stimulate savings. Capital expenditure 
should be primarily regarded as legitimate 
only if it spurs on exports or curtails imports. 
As regards savings, or even increased taxation, 
these can only assist in curbing inflation if the 
Government employs such receipts as far as 
possible in the retirement of national debt. 

In a well-balanced financial policy we have 
then the best medium for adjusting public and 
private expenditure to the volume of our pro- 
ductivity. But a proper use of the public 
purse should in addition permit a reduction in 
taxation, since this at its present level hampers 
enterprise. It should also permit a simplifica- 
tion of controls so expensive in manpower both 
to the Government and to all branches of 
industry. 


TEXTILES 


Despite all the difficulties which attach to 
foreign trade, the world demand for textiles is 
still substantial and will, we hope, continue, 
but remembering as we do the devastating 
consequences of Japanese competition in the 
pre-war years, we must devoutly hope that 
some control will be imposed in the peace 
treaty upon the volume and price of Japanese 
production. Subject to this, there is a real 
future for the industry, if it can grasp the 
opportunity which lies before it. 























(ZUINNESS, MAHON & Co. 


MERCHANT BANKERS 


ESTABLISHED 1836 


53, CORNHILL, 


GUINNESS 
17, COLLEGE 


GUINNESS 
co. 
YORK, 6 


RESENTATION 
BROADWAY, 


LONDON, 


GREEN, 


NEW 


E.C.3 


& MAHON 
DUBLIN 


MAHON 
INCORPORATED 


N.Y., U.S.A. 











140 


WESTMINSTER BANK 
LIMITED 


400,000,000 


FOR UNRELAXED EF] 


HON. RUPERT E 
SURVEY 


HE statement by the Hon. Rupert E 
T ise: kett, Chairman of Westminster Bank 

Limited, has been circulated to share- 
holders with the Report and Accounts for the 
vear ended December 31, 1947, which will be 
presented at the Annual Ordinary 
Meeting at the Head 
February 4. The 


of the Statement 


General 
Office on Wednesday, 


1 abridgement 


following i 


Since we last met there are 


to record in the 


changes 
directorate of this bank. We 
have appointed as a director Sir Eric Miéville, 
G.C.L.E., K.C.V.0O., C.S.1., C.M.G. Acting on 
medical advice, Sir Malcolm Hogg, who has 
our deputy chairmen for 17 years, 
but I am pleased 


be yard, 


been one of 
has res 
to say will remain on ou 
‘rateful to him for his eminent 

at period. We have appointed Mr. 
Alexander Stirling to 


Hogg as one 


igned from that office, 
and we are 
services during 
Duncan 
succeed Sir Malcolm 
of the deputy chairmen. 
At t) end of June last, our director, Si 
Charle Lidbury, laid down his office of chief 
general manager of the bank, a post that he 
} 17 years [ cannot sp 

1e services he h render 

at long term of e. His geri 
mate knowled: ban } in all 


VeOTY pias 
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borne in mind that in present conditions 
increases in bank deposits are evidence that 
the problem of inflation has not yet been 
solved. Our Investments show an increase 
of between {12 million and {13 million, 
Advances an increase of £18 million, Bills and 
Money at Call together an increase of £33 
million, whereas Treasury Deposit Receipts 
are down by £374 million and Cash by £1 
million. These quotations demonstrate how 
the increase in our money lodged has been 
dealt with. You are well aware that in the 
last few months Stock Exchange values of 
gilt-edged securities have fiuctuated con- 
siderably, and this makes any investment of 
the bank’s funds a matter of anxious 
consideration. 


some 


The increase of {t8 million in our advances 
to customers in so far as it represents accom- 
modation called for by business 
turnover 1s, of course, a satislactory feature, 
but the main demand is due to the ever-rising 
prices ef materials which when held as stock 
obviously need greater financial support. 


greater 


As appears in our Profit and Loss Account, 
the profit for the year amounts to £1,391,076 
and is an increase of £24,454 on the previous 
year’s profits. Bearing in mind the considerable 
rise in staif costs and general expenses, this 
result may be regarded as satisfactory, and 
vour directors have decided to deal with the 


sum available as appears in their Report. 


Ihe Ulster Bank figures are before you, and 
require little comment. It will be seen that 
money lodged increased by approximately 
£34 million, and about £5,000 
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A YEAR OF GREAT DISAPPOINTMENT 


The year 1947 can only be described as one 
of great disappointment to us all, in spite of 
some improvement in certain’ directions 
towards its close. Internally, the exhaustion 
of inadequate stocks of coal in a winter of 
exceptional severity led te the shutting-down 
of industry, with a loss in production which 
cost us £200 million in exports alone, whilst 
externally the convertibility of sterling arising 
from current transactions had to be suspended 
little more than one month after it became 
operative on July 15 last, owing to the rapid 
dwindling of our dollar resources. In our 
visible trade, we were on the wrong side in 
1946 by £333 million, and last year the gap 
widened to £600 million. Concealed within 
the figures for our total trade is the even more 
serious hard-currency deficit of £300 million, 
which we cannot make good except by drawing 
on our reserves of gold and dollars. These 
amount in all to £250 million, apart from the 
£500 million hard-currency reserves of the 
whole of the sterling area. Our external 
indebtedness had reached the enormous total 
of £5,300 million by December last. 


GOVERNMENT PLANS 


Under the Government's plans for 1948, we 
should require £1,600 million of imports, and 
Government expenditure overseas would be 
£100 million. Our total exports, if we fulfilled 
our export programme, should yield £1,550 
million, and invisible earnings another £130 
million, so that total receipts and payments 
should thus be brought into balance. Our 
imports of food are to be cut by at least £12 
million a month, and there is a projected 
increase xports of no less a figure than 
f 


_ 


34 million a month. This increase in exports 
entails a considerable expansion in our pro- 
duction, which must be achieved in spite of 


most severe iCaps. Our resources in 


manpower ar robablv approaching their 


PJ 
maximum, and we must ensure that labour is 


not wasted, and is used in the right places. 
Several of our basic industries are still under- 
manned. Our resources of machinery, equip- 
ment and transport are also limited, and suffer 
from arrears of maintenance, which in present 
conditions we have I'ttle hope ot ove rc ing, 
In implementing the measures  ofticially 
announced for cutting capital expenditure by 
£200 million in 1948, however necessary thes« 
may be, we cannot afford to ignore the grave 
risks we run if we allow our producti equip- 


ment to deteriorate any further 


INFLATION DIFFICULTY 


We are constantly hampered by another diffi- 
culty—inflation, which, though less obvious, 
is none the less dangerous. There is a surplus 
of spending power which draws resources 
away from the vital industries and trades, and 
despite all controis, labour and materials are 
frittered away in unnecessary or useless pur- 
suits. A greater danger still is a wages and 
cost-of-living spiral. It is most important 


that the problem of inflation should be 
resolutely tackled before it gets out of hand ; 
neither in the April Budget nor in the autumn 
supplementary Budget was this issue faced. 
Russia claims to have solved the problem, 
but the expedient she has adopted amounts 
to the wholesale confiscation of the monetary 
resources of the people—a course which would 
be regarded in this country as far from a fair 
deal to those who have been ceaselessly 
exhorted to save. 


Apart from the problem of production we 
have also that of selling our goods abroad. 
Buyers are becoming more discriminating, and 
competition is returning to the world’s 
markets. Quality and price take on again 
their former significance. The need for 
efficiency and economy in production is clear. 
Wages, which play so important a part in 
determining production costs, must not be 
allowed to increase without reterence to output, 
as such increases merely add to the dangers 
of inflation. 


THE OUTLOOK FOR 1948 


The outlook for 1948, sombre though it is, 
would have been grim indeed had it not been 
for the few indications of improvement which 
appeared towards the end of 1947. The coal 
industry practically reached the ‘‘ indispen- 
sable minimum ”’ target figure of 200 million 
tons in 1947, and the resumption of coal 
exports on however limited a scale is a notable 
step forward. The 1947 production target for 
steel was reached, and with the improved 
output during the closing months of the year 
there are good hopes of attaining the target 
figure of 14 million tons for 1948. Shortages 
of scrap, pig-iron and coke, as well as of 
transport, are diificulties which will have to 
be overcome. Production in some sections of 
the textile industries has reached its highest 
level since the war, but here as in other basic 
industries the shortage of labour is acute. 


The level of production is still far below 
what it could and indeed must be, if the 
demands of our present circumstances are 
to be satisfied. Owing to the shortage of 
manpower, it is upon labour that the greatest 
responsibility lies. If miners are prepared to 
work longer hours, it is surely not unreasonable 
to expect other workers to do likewise. Rations 
and work are directly linked; every article 
produced and sold abroad heips to reduce the 
austerity of our conditions. When even our 
present meagre food supplies are in jeopardy, 
it is time for everyone to realise how near we 
are living to the poverty line, and that our 
whole future depends solely upon our own 
individual effort. It seems likely that for the 
second time a helping hand may be extended 
to us and to Europe from across the Atlantic. 
President Truman’s proposals if carried into 
effect will constitute an unparalleled act of 
national magnanimity. But we must plan, 
so far as ever possible, to work out our own 
salvation, and not relax efforts at self-help. 





WESTMINS eTER BANK LIMITED 














BALANCE SHEE’ 


LIABILITIES 
Capital: 
Authorized: 7,500,000 Shares of £4 each . ‘ R ‘ £39,000,000 
3,000,000 Shares of £1 each ‘ ‘ ? 3,000,000 
Issi 1ed: 
7,070,990 Shares of £4 each, £1 paid. , ° . P 6 7,070,950 
2,249,167 Shares of £1 each, fully paid, converted into Stock ‘ . ‘ 2,249,167 
9,320,157 
Reserv 9,320,157 


Current, Deposit and other Accounts, including provision for 
Contingencies . ‘ ; ‘ . ‘ , ; £791,903,865 


Dividends payable 2nd February 1948 (Jess Income Tax) 427,329 


Balances in account with Subsidiary Companies . ° 8,886,457 
—_—-__—- 801,217,651 


Notes in circulation in the Isle of Man 18,019 


Acceptances, Endorsements, and other Engagements on account of itemenen ° 34,952,805 


Profit and Loss Balance carried forward . . ° e ° ° ° 612,297 


R.E. BECKETT ) W. T. FORD, Chief General Manager — 
ALDENHAM Directors £855,441,086 
D. A. STIRLING ) C. GREGORY, Chief Accountant 


PROFIT AND 





£ 
To Interim Dividend of 9 per cent (Jess Income Tax) on the £4 Shares paid in August last 350,014 
, Interim Dividend of 6} per cent (/ess Income Tax) on the Stock paid in August last . 77,315 
» Bank Premises Account ‘ ° . ‘ ; F ° ° ° 200,000 

» Bank Premises Reinstatement and ! Rebuilding Account . , ‘ . . — 
» Officers’ Pension Fund . - ‘ Pe ‘ . 300,000 


Further Dividend of 9 per cent (/ess — Tax) ading 18 per 
cent for the year on the £4 Shares 


” 


, Further Dividend of 6} per cent (/ess Income Tax) making 124 
§ 
per cent for the year on the Stock. ‘ 


427,329 


, Balance carried forward 612,297 


£1,966,955 
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Ralance Sheet 
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3lst December 1947 


ASSETS 


Coin, Bank Notes, and Balances with the Bank of England . ; 63,322,982 
Balances with, and Cheques in course of collection on, other Banks in Great Britain 

and Ireland ‘ ‘ : é ‘ é , ; é : ; 39,574,085 
Money at call and short notice. ; . R ; 90,013,909 
Bills Discounted ; - : ; ; : 82,630,641 
180,000,000 


Treasury Deposit Receipts ‘ , 
Investments at, or below, Market Value: £ 
guaranteed by, the British Government 


or I 
(ot which £1,412,805 nomin is lodged for Public 


Securities of, « 


4 and t Note Issue in the Isle of Man . 204,612,982 
Securities of a Dominion Government, of the States of 

Guernsey and Jersey, and of British Corporations * i 2,003,163 
Other iInvestmenis (There are contingent labiliies of 

£1,470,900 sor uncalled Capital in respect of a portion of a 

these Jnvestments ° . . A ‘. . ‘ 1,364,325 

; = 207,980,470 

Advances to Customers and other Accounts . é 149,227,032 

Balances in Account with Subsidiary Companics ‘ 5 103,656 


; 149,330,688 
Liability of Customers for Acceptances, Endorsements, and other Engagements, as 
per contra ; ‘ ‘ “ 4 ‘ "i 34,952,805 


Shares in Subsidiary Companies (at cost, /ess amounts written off): 
Westminster Foreign Bank Limited: £ 
8,000 £20 Shares, fully paid } 
92,000 £20 Shares, £10 paid J . : 1,080,000 
Ulster Bank Limited: 
200,000 £15 Shares, £5 paid 4 , j ‘ ‘ 1,912,500 
_ 2,992,500 
Bank and other Premises (at cost, /ess amounts written off) . é r . 4,643,006 


£855,441,086 





£ 
By Balance brought forward from 3lst December 1946 ; ‘ ‘ ; ‘ ‘ 575,879 


,» Profit for the year, after providing for Rebate and Taxation, and after appropriations to 
the credit of Contingency Accounts, out of which accounts full provision for Bad 
and Doubtful Debts has been made . ‘ e e ° ° ° ° ° 1,391,076 


£1,966,955 
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ULSTER BANK LIMITED 


ESTABLISHED 1836 


Affiliated to Westminster Bank Limited 





Capital Authorised and Subscribed - - - £3,000,000 
Capital Paid Up - - - £1,000,000 ) 
Reserve Fund - £1,500,000 £2,508,000 


COMPLETE BANKING SERVICE 


With Special Departments for the Transaction of 
Executor and Trustee, Foreign Exchange, and 
Income Tax Business. 


By means of 111 Branches and 82 Sub Offices in Northern Ireland 

and Eire and through Agents and Correspondents in all parts of 

the world the Bank offers a comprehensive service transacting every 
type of Banking business. 


HEAD OFFICE : WARING STREET, BELFAST 











PTATHER FOR 
SENSITIVE ‘PLUS APPRECIATION 


Property as large-scale investment 
IELD FROM PROPERTY IS HIGHER THAN 


from other types of investment of equal 

security. Capital appreciation is almost 

certain.* The success of the investment, 

however, depends upon many technical con- 

SH, ST? siderations—position, purpose, value, poten- 

AVING cK 298 | tialities; and subtler points. The selection and 

——_____--—— | negotiation of property for investment is the 

particular province of Stanley Moss & Pilcher. 

The Old House | Investors are invited to arrange an informal 

MILTON - ON - STOUR | chat with one of the Partners. Interesting 
Gillingham, Dorset | comparisons are available 


A XIV Century House, in the heart for inspection. 
of Wessex. 


Peace; comfort; good food and | STANLEY MOSS: 


complete rest. 


Hot and Cold Water basins and & PILCHER‘’ 


Electric Fires in all bedrooms. 

Central Heating. Coal and Log * Property selected for invest- 

Fires. Excellent Small Library. | ment is not subject to sudden 

Brochure and Terms on application fluctuations in value, and is a Old Sestiagaon S?., 
to the Resident Manager. Telephone sejaguars against inflation. W.1. REGent 0961 


Gillingham 222 i < be abe ab 
~ Reg alee alee abe abe sab < 3 aR ba abe xl BZ 
BY Sz x Bet is b\7 Si a Wa Af sy a Sd SS eS Se Bs 











